Jessica Spear the HR Manager from Elaborate Clothing (a high street clothing retailer located in the Bull Ring in Birmingham) has hired you to help her with some financial tasks.  You must work through the following tasks and advise Jessica where necessary in the form of a memorandum (one memorandum per task).

TASK 1
a) 
Jessica has asked you to complete the following task as she is busy with another client. She has a list of payments and receipts for a Sameera Dean who is a high street CD retailer.  
· Sales (£) are estimated for each month are:

	JAN
	FEB
	MAR
	APR
	MAY
	JUNE
	JULY
	AUG
	SEPT
	OCT
	NOV
	DEC

	2300
	1800
	2750
	1890
	800
	800
	2400
	2400
	2300
	2100
	2200
	2300


· Purchases (£) are estimated for each month are:

	JAN
	FEB
	MAR
	APR
	MAY
	JUNE
	JULY
	AUG
	SEPT
	OCT
	NOV
	DEC

	800
	750
	850
	800
	740
	700
	650
	500
	800
	950
	1000
	1000


· Business Rates are £150 per month.
· Wages are £650 for the first 8 months then rising to £700 for the remainder of the year.
· A new till will be purchased in time for the Christmas which is their busiest sales period for £800 will be purchased in September.
· Telephone bill is £40 a month apart from January and December where due to the high sales volume expected will be £50.
· Some shelves will need to be bought before they store opens which will be paid for in January for £150.
· Rent is £280 per month.
· The opening balance for the business in January is £500.

Prepare a cash flow forecast based on the information you have above using the attached sheet.  (P3)
Remember to check your calculations and title the cash flow correctly.

	MONTHS
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b) Help Sameera understand the implication of cash inflows and outflows by analysing your forecast and answering the following questions.
a. Give your comments on Sameera’s cash flow figures for each month, including the main reasons why each one is positive or negative. (M2)
b. Sameera is thinking of extending her business and buying some computers available for downloading music at the store.  To do this she must buy 3 new computers with the software which will cost £2,500.  When would you advise Sameera to do this? (M2)
c. If Sameera found out that in actual fact the first four months of the year would be quieter than she expected but the last four months were to be a lot busier than expected, providing she could purchase the CD’s that customers wanted, what implications would this have for the business? (M2)

c) Help Sameera to see how cash flows contribute to managing business finances by answering the following questions.
a. In June, Sameera has been running her business for six months and her cash flow has been exactly as planned.  At the end of the month she receives a phone call from a friend telling her that a private collection of vinyl’s has come up for sale.  The price is £6,500 but Sameera thinks that she can sell them for £20,000.  What should she do and why? (D1)
b. Sameera believes businesses are only successful if entrepreneurs take risks and take advantages similar to the one in (a).  When you ask Sameera how this has affected her cash flow she says she has been too busy to update it.  Summarise the dangers of Sameeras’ approach by evaluating the role of the cash flow in managing business finances. (D1)
TASK 2

Halima Begum is a mobile chiropodist and reflexologist.  She operates a business called Footcare by Halima.  She treats clients in their own homes.

The fixed cost of running the business includes repayment of loans on the car and equipment she owns and administration costs.  They are £400 a week.

The variable costs include petrol and they are calculated £20 per client.

She charges £30 for each client.

Based on this data, she has asked you to provide her with the following information:-

1. Complete the table attached, and state at what number of units break-even is reached. (P2)

2. Now draw up a break-even graph from the information in the table. Indicate in the graph the break-even point.  (P2)

3. Calculate how much profit or loss she would make if she treated:-

a. 50 clients

b. 20 clients (P2)

4. Halima is considering raising the price of the treatments to £35 per client. How will this affect her break-even point? Draw another table and illustrate this on a graph. (M1)

5. Halima is worried about rising costs.  Show her what would happen if at the original price of £30 per client, costs increased to £25 per client.  What would the break even units be now? (M2)

	Clients Per Week


	Sales Revenue
	Fixed Costs
	Variable Costs
	Total Costs
	Profit/Loss

	0
	
	
	
	
	

	10
	
	
	
	
	

	20
	
	
	
	
	

	30
	
	
	
	
	

	40
	
	
	
	
	

	50
	
	
	
	
	

	60
	
	
	
	
	

	70
	
	
	
	
	

	80
	
	
	
	
	

	90
	
	
	
	
	

	100
	
	
	
	
	


TASK 3

a) Create spider diagram describing at least 8 different costs that Elaborate Clothing may incur. (P1)

b) Copy and complete the table below, identifying whether the costs stated in (a) are start up costs or running costs. (P1)

	Cost


	Start up cost
	Running cost

	1.
	
	

	2.
	
	

	3.
	
	

	4.
	
	

	5.
	
	

	6.
	
	

	7.
	
	

	8.
	
	


c) Copy and complete the table below identify whether the costs stated in (a) are fixed costs or variable costs. (P1)

	Cost


	Fixed Cost
	Variable cost

	1.
	
	

	2.
	
	

	3.
	
	

	4.
	
	

	5.
	
	

	6.
	
	

	7.
	
	

	8.
	
	


d) Explain to Jessica why it is important for Elaborate Clothing to know what the costs are. (P1)

e) In February Elaborate Clothing sold 150 suits (mixed for and men and women) each at a selling price of £475.  Calculate the revenue and explain why it is important for Elaborate Clothing to be aware of what their sales revenue is. (P1)

f) For the number of suits that were sold in (e) it cost Elaborate Clothing £35,500 to buy all the material, thread and buttons.   It also cost them £6,000 in electricity and other bills at the factory where they were made.  Calculate the following:

a. The gross profit clearly showing the formula and 

b. The net profit clearly showing the formula. (P1)

g) Jessica has left you a number of different messages with various costs that she has been given from different people at Elaborate Clothing.  You must read the information and produce a Trading Profit and Loss Account for Elaborate Clothing for Year Ending 2006 using the template overleaf. (P1)

	Profit and Loss Statement for:



	                                                                                                                  £

	
	SALES
	

	
	COST OF SALES
	

	
	GROSS PROFIT
	

	
	

	EXPENSES
	£
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	TOTAL EXPENSES
	

	
	NET PROFIT


	


[image: image1.png]Hi Jessica just a quick note
the sales figure for this year
is £75,000!

Jessica, these are the remaining expenses that

we have paid here in the accounts office:

*Rent on the factory £1,200
*Electricity £4,000
*Business Rates £1,050
*Telephone £1,500

*Miscellaneous £ 800





TASK 4

Jennifer has just come back from a meeting with the financial advisor of Elaborate Clothing Inc. She is a little worried that the ways in which the financial transactions that take place within the business are being used correctly every time.  Further more she is worried that as people are not following the correct procedures fraud can be easily covered up if it is being committed.  
Complete the following tasks for Jennifer.

(a) She has asked you to write a memorandum describing the simple ways of recording financial transactions.  You should look at the type of things Elaborate Clothing buy and look as the financial documents that are necessary when purchasing these items when writing your memorandum. (P1)
(b) Describe 5 different ways in which fraud can be committed.(P1)
(c) Describe what measures Elaborate Clothing Inc can prevent fraud within their business. (P1)
Jennifer has one final task that she would like you to complete.  She would like you to look at all your previous tasks that you have completed for her and would like you to do the following:

(e) Evaluate how cash flows and financial recording systems can    contribute to managing business finances.  Remember you must now think about all the previous tasks when answering this question. (D1)
Cashflow answers

[image: image2.png]January February  March  April May  June  July August September October MNovember December

BALANCE BIF £ 500[ £ 720| £ 660[£ 1430|f 1400| £ 340[% 680|E B0 £  730[£ 260|£  240[ £ 270
Income
Sales £ 2300[£ 1800|f 2750|f 1890]E B800|£ 800[£ 2400[£ 2400]£  2300|£ 2100]E 2200]£ 2300

—E 2300 £ 1800|f 2750 £ 1890| £ 800| £ 800 £ 2400|f 2400|£  2300| £ 2100 £ 2200|£ 2300

TOTAL CASH AVAILABLE

Expenses

Purchases £ B00| £ 760|f BB0| € 00| £ 740 £ 700| £ Ge0| £ B00| €  B00|£ 9B0[E 1000 1000

Business Rates £ 160[ & 50(¢ 50| € 150 £ 160| £ 160 & 60[ & 50| €  150|€ 0(€  160] £ 160
T 660|f 660(f 660|E G60[E G60[F 660 [f 6e0[E 0] 700(¢ 700]€  700[£ 700

£ 800

Telephone Bill TG0 F 40 £ 40 E 40 EF 40 F W E 40 £ 40 E W E £ W £ 50

Selves £ 180

Rent £ 200|f 280(f 80| € 280 £ 280 £ 280 € 80| £ 80| €  280|f 280(¢ 280 £ 280

TOTAL PAYMENTS £ 2080|¢ 1870|¢ 1070]f 1920 1860 1820[£ 1770|¢ 1620]¢ 2770|£ 2120]£ 2770[¢ 2180

BALANCE CIF £ 720 £ 650 |£ 1430 1400 £ 340

680

50| £ 730 £ 260 £ 240|£ 270 £ 390





