TOPIC 1.3: Putting a Business lIdea into Practice

Financial Aims/Objectives

Non-financial aims/Objectives

Revenue, costs and profit

Calculating interest

Business survival: ensuring the
business can pay what it owes.
Increasing sales and profit
Increasing market share: by
attracting customers from
competitors.

Independence: being able to
make decisions.

Personal satisfaction
Challenge: e.g., learn new skills
Social objectives: e.g.,
donating money to a local
charity.

Sales revenue: price x units sold
Total costs: fixed costs + variable
costs

Profit: sales revenue — total costs

Variable costs: materials, wages
Fixed costs: rent, insurance, salaries

Interest: the money a business pays for
borrowing money — a fixed cost.

Calculation of interest %:

Difference between amount repaid and
amount borrowed + borrowed amount x
100

Break-even point

Margin of safety

Cash — the money a business has in its bank account

Break-even point in units:
Fixed costs + (selling price —
variable costs)

Expected sales —
the breakeven

point capital

Inflows of cash:
sales, loans, other

Outflows: paying
suppliers, employees,
rent and bills.

Net cash flow:
Inflows — outflows

Closing balance:
Opening balance +
net cash flow
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Insolvency: When a business cannot pay its debts and is forced to close.

Short term finance — used to cover running costs
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Trade credit: buy supplies
now and pay later
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y suppliers when customers have paid
free if all terms are met.

Long term Finance — used to start or expand a business

Loan: borrowing from bank.

Large sum of money in one go

Interest = higher fixed costs

Personal savings: using own money

Interest free

May not cover full start-up costs

Retained profit: profit saved in business’ bank account

Interest free

Takes a long time to save up

Share capital: shareholders buy shares in exchange for dividends

Large sums of money raised in one go

Less profit retained due to dividends

Venture capital: experienced businessperson invests

Large sum of money in one go

Investor expects say in running of business

Crowdfunding: backers give money online in exchange for
rewards or small share of business.

Backers help to promote business
online, increasing awareness

Sharing of profit, paying for rewards (e.g.,
free products), can be hard to reach target
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