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Context
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· The Additional Assessment materials presented in this booklet are an optional part of the range of evidence you may use when deciding on a candidate’s grade.
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1. [image: ]What is meant by share capital?							(2)
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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2.  (a) What is meant by trade credit?							(2)
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

(b) What is meant by internal finance? 						(2)
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

3. 
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3. (a) What is meant by limited liability?						(2)
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
(b) Using the data in Extract B, and assuming a sales volume of 20 schools in 2015, calculate Backpack Ltd’s likely margin of safety. You are advised to show your working.										(4)
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

(c) Assess two advantages to a small start-up company, such as Backpack Ltd, of using venture capital.								(8)
_______________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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Willie’s Cacao Ltd is a private limited company

4. Explain how limited liability might affect Willie’s Cacao Ltd.			(4)
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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Assess two advantages to Fevertree Drinks plc of using share capital as a method of financing its future expansion.						(8)
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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5. Assess the importance to The Posh Pasty Company of using crowd funding as its main source of finance.								(10)

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
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Extract B
Selected information from CMR Surgical Ltd's Statement of Financial Position (2017)

[
Non-current assets ‘ 10 637 000
Current assets ‘ 16 712 000
Current liabilities | @es2000
Non-current liabilties | 10207000
Inventory ‘ 584000

(Source adapted from: https:/beta.companieshouse.gov.uk/company/ 08863657 filing-history)
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Extract A

Cambridge Medical Robotics (CMR) Surgical Ltd secures funding deal

CMR Surgical Ltd is based in Cambridge, UK. In 2018, the company raised £75 million in
share capital to provide it with enough liquidity to complete the development and launch of
its new product - a robot called Versius.

CMR Surgical Ltd believes that Versius will change keyhole surgery forever. The robot helps
a surgeon use less physical effort to perform keyhole surgery on a patient in hospital.
Traditional keyhole surgery strains a surgeon's arms and hands. This results in surgeons
having to rest before they can perform another operation. CMR Surgical Ltd believes that
Versius will allow the productivity of surgeons to significantly improve.

CMR Surgical Ltd forecasts that once the Versius robot is ready for market, it can generate
£4billion in sales per year, rising to £20 billion by 2050. CMR Surgical Ltd believes its
product is unique.
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Extract C

Debenhams plcin trouble

Debenhams plc, a UK-based department store group, reported declining profits after a
period of rising costs and declining sales. In the first-half of 2018, the company saw its
profits fall by 85% to £13.5 million.

Debenhams plc has suffered from the depreciation of the pound (£) and a change in retail
shopping habits. Consumers are increasingly using the internet to make purchases, rather
than visiting high street stores. As a result, competition on the high street is intense, with
John Lewis and House of Fraser all trying to attract a declining number of consumers.
Debenhams plc reacted to this by reducing the size of its outlets and closed loss-making
stores. This led to some employees being made redundant, while others were forced to
work part-time. Debenhams pic also improved its online presence.

In mid-2018, Debenhams plc’s troubles worsened. Suppliers reduced trade credit terms,
forcing the company to make more use of internal finance.

(Source adapted from: https://www theguardian.com/business/2018/jul/15/insurance-firms-heap-pressure-
‘on-troubled-debenhams)
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Extract D
Pound (£) depreciates against the euro (€)

Index of monthly £ : € exchange rate April 2017 - April 2018
102

100)

100

100

£:€ exchange rate (April 2017

(Source adapted from: https://www.ons gov.uk/economy/nationalaccounts/balanceofpayments/timeseries/thap/mret)
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Extract B
Selected information about Backpack Ltd's homework app in 2015
Fixed costs per year = £10 000
Contribution per school = £1 800
Selling price per school = £2 000
Variable costs per school = £200
(Source: interview with main shareholder in Backpack Ltd 18/4/15)
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Extract A
Backpack: Student sets up online homework planner business

Backpack Ltd is a small start-up company set-up in Plymouth in 2012. Alistair started the
company after leaving school when he was 18 and he is the main shareholder. Alistai
chose to set-up the business as a private limited company to gain limited liability.

Backpack Ltd has developed an online homework planning application, or ‘app, which
is suitable to run on i0S and Android mobile phones. The app replaces the traditional
paper-based homework diary and allows teachers to set and track homework online.

In order to start his company, Alistair needed to raise £20 000 to develop and bring the
app to market. Alistair approached his local bank for a loan, but his business plan failed
toimpress them and he was forced to raise venture capital instead. This required Alistair
to provide outside investors with 65% of the issued shares.

(Source: adapted from http://www.backpack ac)




image8.png
Extract D
Selected information from Willie's Cacao Ltd’s 2016 Statement of Financial Position

e
Non-current assets ‘ 238294
Current assets ‘ 1177472
Current liabilities ‘ 445718

Non-current liabilities 125552

Inventory ‘ 666386

Net assets 844496

(Source: adapted from © Market Footprint Ltd)
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Extract C
Willie's Cacao Ltd

Willie's Cacao Ltd was founded in 1996 when Willie Harcourt-Cooze decided to buy a
cocoa farm in Venezuela. His aim was to produce the finest chocolate possible using only
the highest quality Criollo cocoa beans.

Once harvested, the cocoa beans are then transported to Wille's factory in East Devon
where they are turned into the highest quality chocolate products. The production
process is lengthy and capital intensive. The factory uses old-fashioned chocolate
manufacturing machinery, since Willie believes that it adds flavour to the chocolate.
Wherever possible, Willie uses lean production methods, providing they do not
‘compromise the taste of the product.

Willie's Cacao Ltd's chocolate products are sold to high-end retailers in the UK, such as
Waitrose and Selfridges. A Willie's Cacao 50g chocolate bar is sold at a price of £1.90,
whilst a 50g Cadbury’s Dairy Milk chocolate bar is sold at a price of 85p.

(Source: adapted from https://onthecocoatrail.com/2013/12/31/
willie-and-the-chocolate-factory/)
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ExtractB

Selected information from Fevertree Drinks plc's Statement of Comprehensive
Income (2016)

£
Revenue 102237 354
Cost of sales (45815 263)
Other operating expenses (22049714)
Interest (70497)
Profit for the year (net profit) 34301 880

(Source: adapted from http/fevertree.d3r-cdn.com/pdfs/
original/3094-fevertree-ar-2017-web-ready pdl)
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Extract A
Fevertree Drinks ple: A British success story

Fevertree sells 14 different premium drinks. Its most popular products are tonic water
and ginger ale. Each drink is made from the finest ingredients, such as quinine and
ginger, both of which are imported. In 2016, 44.7% of Fevertree's sales were made in the
UK with the remainder of sales from exports. The export market has grown by more than
40% since 2015.

Fevertree does not own any factories; it uses independent bottling and canning factories
in the UK to produce its drinks. Fevertree arrange for the ingredients and packaging
materials to arrive before the flow production process starts. Independent factories are
keen to accept Fevertree's work since it improves their own margin of safety.

In 2014, Fevertree's shares were floated on the stock market at £1.34 per share. This raised
£4 million of extra capital for the company. Since then, Fevertree's share price has risen
by 1,646% to £23.40.

(Source: adapted from hitpy/wwwcityam.com/ 1415066650 fever-tree-shrugs-
market-woe-bigger-expected-float and httpy/fevertree1.d3r-cdn.
‘com/pdfs/original/3094-fevertree-ar-2017-web-ready.pdf)
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Extract A
The Posh Pasty Company

The Posh Pasty Company was set up in 2013 in the popular seaside town of Fowey by TV
chef James Strawbridge and his wife Holly. Capital was raised through the crowd funding
website www.crowdfunder.co.uk.This enabled them to rent and equip a small factory.
The Posh Pasty Company uses the highest quality local ingredients to manufacture
several flavours of pasty. The pasties are sold and delivered to delicatessens and cafes
across southern England.

Batch production is used in the factory to manufacture the pasties. In 2015, capacity
utilisation was 92%. James and Holly regularly review the financial performance of each
variety of pasty, by examining historical figures for sales revenue and total cost.

This enables them to perform a variance analysis.

(Source: adapted from http://poshpasty.co/about-us/who-we-are/)
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Extract B
Selected information from The Posh Pasty Company’s budget, July 2015

Steak and stout pasty
()
‘ Budgeted sales revenue ‘ 12250 ‘
‘ Actual sales revenue ‘ 14370 ‘
‘ Budgeted total costs ‘ 4210 ‘
‘ Actual total costs ‘ 5890 ‘

(Source: interview with James Strawbridge 7/1/16)
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Answer Mark

Knowledge 2

Knowledge/understanding: up to 2 marks for, eg:
« the raising of finance (1) through the issue/sale of new shares (1)

@
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Answer Mark

Knowledge 2

Knowledge/understanding: up to 2 marks for, eg:
« where a firm receives stock/inventory/raw materials from a
supplier (1) which it does not have to pay for until later (1)

@
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Answer Mark

Knowledge 2

Knowledge/understanding: up to 2 marks for, eg:
« the raising of capital/cash (1) from within/inside the business (1)

@
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Answer

Mark

Knowledge 2

Knowledge/understanding: up to 2 marks for, e.g.

« The most a shareholder/investor can lose (1) of the original
amount they invested in the business. (1)

NB: If candidates only provide examples associated with limited
liability award up to 1 mark, e.g. Personal possessions cannot be
lost/reduces risk.

)
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Answer

Mark

Knowledge 1, Ap)

Quantitative skills assessed:
QSS: calculate cost, revenue and break-even.

Knowledge: 1 mark for identifying the margin of safety
formula.
« Forecasted/actual output/sales - break-even level of
output/sales

Application: up to 3 marks

« Calculate break-even level of output = £10 000/£1 800 =
5.55 schools. Therefore 6 schools.

« Calculate margin of safety = 20 schools - 6 schools

« Margin of safety = 14 schools

NB: award final mark for 14 (schools) recognising that the
break-even level of output needed to be rounded up to achieve
full units.

(4)
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Indicative content

Mark

Knowledge 2, Application 2, Analysis 2, Evaluation 2

« Venture capital involves issuing shares to a small number of
investor(s) in return for a capital injection into the company.

« The venture capitalist could be a valuable source of advice to
a new start-up company given Alistair's lack of experience.

« This will provide the £20 000 of capital for a small, risky
start-up when other sources of finance are not available e.g.
loan capital because Alistair is very young and lacks
experience.

« Venture capital involves no payment of interest, because it is
not a loan. Therefore the fixed costs of the business will be
lower which would enable a small start-up business to
survive.

Potential counterbalance

« Alistair may have to give up a significant percentage (65%)
of the ownership of his business due to his inexperience and
the risk faced by the venture capitalist.

« The venture capitalist may get involved in the day to day
running of the company/place restrictions on how the
company is run in return for the capital injection. This could
lead to a clash with Alistair over how the company should
operate.

(8)
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Level

Descriptor

A completely inaccurate response.

Level 1

Tsolated elements of knowledge and understanding - recall
based.

Weak or no relevant application to business examples.
Generic assertions may be presented.

Level 2

3-5

Accurate knowledge and understanding.

Applied accurately to the business and its context.

Chains of reasoning are presented, showing cause(s) and/or
effect(s) but may be assertions or incomplete.

An attempt at an assessment is presented that is unbalanced,
and unlikely to show the significance of competing arguments.

Level 3

6-8

‘Accurate and thorough knowledge and understanding,
supported throughout by relevant and effective use of the
business behaviour/context.

Logical chains of reasoning, showing cause(s) and/or effect(s).
Assessment is balanced, well contextualised, using
quantitative and/or qualitative information, and shows an
awareness of competing arguments/factors leading to a
supported judgement.
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Answer

Mark

Knowledge 1, Application 2, Analysis 1
Knowledge: 1 mark for knowing what is meant by limited
liability, e.g.

« The amount of a company's losses that a shareholder is
liable for is limited to the amount they have invested in the
company.

Applicat marks for contextualised examples, e.g.

« Banks may be reluctant to lend the business money to
purchase new chocolate production equipment.

« Willie's Cacao Ltd operates in a very niche, high-end part of
the chocolate market where demand is likely to be low.

Analysis: 1 mark for explaining why the above might affect
Willie's Cacao Ltd, e.g.

« Therefore, if the business needs to borrow money, it may
have to provide collateral to reduce the risks to potential
lenders.

)
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Indicative content

Mark

Knowledge 2, Application 2, Analysis 2, Evaluation 2

« Share capital for a plcis finance raised by selling shares to the
public.

« Fevertree is a public limited company so it can issue shares which
can easily be bought and sold on the stock exchange. Therefore,
the market for shares will be larger than if it was an Ltd.

« Fevertree's share price has risen by 1,646%. Therefore, the issue
of new shares is likely to be successful and raise sufficient capital
to fund Fevertree's expansion.

Potential counterbalance
« However, the issuing of shares will dilute the existing
shareholders percentage ownership of the company and the
dividends that they may receive.
« However, the company may not need to issue large numbers of
shares. At a share price of £23.40 a significant amount of capital
for expansion can be raised from a relatively small share issue.

@)
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Level Mark Descriptor
0 ‘A completely inaccurate response.
Level 1 |12 Isolated elements of knowledge and understanding - recall based.
Weak or no relevant application to business examples.
Generic assertions may be presented.
Level2 |35 ‘Accurate knowledge and understanding.
Applied accurately to the business and its context.
Chains of reasoning are presented, showing cause(s) and/or effect(s)
but may be assertions or incomplete.
An attempt at an assessment is presented that is unbalanced, and
unlikely to show the significance of competing arguments.
Level 3 |68

Accurate and thorough knowledge and understanding, supported
throughout by relevant and effective use of the business
behaviour/context.

Logical chains of reasoning, showing cause(s) and/or effect(s).
Assessment is balanced, well contextualised, using quantitative
and/or qualitative information, and shows an awareness of
competing arguments/factors leading to a supported judgement.
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Indicative content

Mark

Knowledge 2, Application 2, Analysis 3, Evaluation 3

« Crowd funding is where large numbers of individuals can
provide direct funding for a business or project which is
administered by a website such as www.crowdfunder.co.uk

« Posh Pasties Ltd can raise capital from potentially a very
large pool of investors making it more likely that they can
purchase baking equipment.

« The investors may require a lower level of reward than a
bank or venture capitalist allowing James and Holly to
maximise their returns.

« James and Holly can avoid using a bank as its main source
of finance, which may have viewed their start-up business as
too risky.

Possible counterbalance:

« The amount of money raised may not be large enough to
fund the project e.g. new baking ovens.

« Posh Pasties Ltd will need to satisfy the expectations of
potentially lots of crowd funders who may still want a return.
This could reduce the returns for James and Holly.

« Crowd funders may be wary to provide finance due to lack of
regulation in the crowd funding industry which could result in
Posh Pasties Ltd not being able to afford baking equipment/
delivery vans.

Possible judgement:

« Since Posh Pasties Ltd is a start-up business and as James is
a TV chef it is likely that crowd funding would generate
enough interest in the business due to his high profile. This
may then allow Posh Pasties Ltd to access more/cheaper
capital compared to a bank loan.

« Since Posh Pasties Ltd is a private limited company and
James has a high-profile crowd funding may not be
important because other sources of finance will be available
e.g. selling shares.

(0)
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Level

Descriptor

A completely inaccurate response.

Level 1

Isolated elements of knowledge and understanding - recall
based.

Weak or no relevant application to business examples.
Generic assertions may be presented.

Level 2

)

Elements of knowledge and understanding, which are applied
to the business example.

Chains of reasoning are presented, but may be assertions or
incomplete.

A generic or superficial assessment is presented.

Level 3

5-6

Accurate and thorough knowledge and understanding,
supported throughout by relevant and effective use of the
business behaviour/context.

Analytical perspectives are presented, with developed chains
of reasoning, showing cause(s) and/or effect(s).

An attempt at an assessment is presented, using quantitative
and/or qualitative information, though unlikely to show the
significance of competing arguments.

Level 4

7-10

Accurate and thorough knowledge and understanding,
supported throughout by relevant and effective use of the
business behaviour/context.

A coherent and logical chain of reasoning, showing cause(s)
and/or effect(s).

Assessment is balanced, wide ranging and well
contextualised, using quantitative and/or qualitative
information, and shows an awareness of competing
arguments/factors leading to a supported judgement.





