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 Epione Bakery W1.0


The information below provides underpinning knowledge about the business used as a case study throughout the lessons.

Name: Epione Bakery

Location: London, UK

Type of business: small bakery

Overview:
Epione Bakery is a small family-owned bakery located in a busy shopping area in London. The bakery specialises in producing fresh, handmade bread, pastries, cakes and cupcakes using locally sourced ingredients. Epione Bakery has a loyal customer base owing to its high-quality products and friendly service.

Products:
Epione Bakery offers a variety of baked goods, including bread, pastries, cakes and cupcakes. Some of the most popular items include artisan bread, croissants, cinnamon buns, chocolate cake and vanilla cupcakes. The bakery also offers gluten-free and vegan options to cater for customers with specific dietary requirements.

Target market:
Epione Bakery targets customers who are looking for high-quality, handmade baked goods made from locally sourced ingredients. The bakery appeals to a broad demographic, including families, professionals and students who are looking for a delicious and convenient treat.

Marketing strategy:
Epione Bakery uses a mixture of online and offline marketing to promote its products. The bakery has an active social media presence, with regular posts showcasing its latest products and promotions. It also distributes flyers and coupons to nearby offices and schools to attract new customers. In-store, the bakery uses attractive product displays and offers samples to encourage customers to try new products.

Revenue:
Epione Bakery generates revenue through the sale of its baked goods. The bakery has a steady flow of customers throughout the day, with peak times in the morning and early afternoon. The bakery also offers customised orders for special occasions such as birthdays, weddings and corporate events, which generate additional revenue.

Expenses:
Epione Bakery incurs various expenses, including the cost of ingredients, rent, utilities, salaries and equipment. The bakery tries to keep costs low by sourcing ingredients from local suppliers and using energy-efficient equipment.

Conclusion:
Epione Bakery is a small but thriving business that offers high-quality baked goods to a diverse customer base. The bakery’s commitment to using locally sourced ingredients and its friendly service have helped it build a loyal customer base in the local community. By keeping its expenses low and focusing on its core products, Epione Bakery has been able to maintain its profitability and continue to grow its business.




Financial terms W1.1
Blank-filling activity
 

Using your knowledge of key financial terms complete the blanks.


1. ____________ is the amount of revenue a company generates from its sales.

2. ____________ is the financial statement that shows a company’s revenue, costs and expenses for a specific period, resulting in a net profit or loss.

3. The duration of time for which financial statements are prepared and reported, usually a year or quarter, is called the ____________ .

4. The difference between a company’s assets and liabilities is known as the ____________ .

5. ____________ is the total amount of money a company earns from sales, services or any other source of income.

6. The percentage of revenue that is profit is referred to as the ____________ .

7. ____________ is the amount of profit that is kept by a company after paying out taxes and dividends.

8. The difference between the cost of goods sold and the revenue from sales is called the ____________ .

9. The point at which a company’s revenue covers all its costs, resulting in neither profit nor loss, is known as the ____________ .

10. ____________ is the movement of cash in and out of a company.

11. ____________ is a tax paid by companies on their profits.

12. A financial statement that shows a company’s assets, liabilities and equity at a specific point in time is called a ____________ .

13. ____________ are expenses incurred by a company in producing goods or services.

14. A tax paid on an individual’s income is known as ____________ .

15. ____________ are individuals or groups with an interest in a company, including shareholders, employees, customers, suppliers and creditors.

16. Changes made to financial statements to ensure accuracy and completeness are called ____________ .

17. A tax on goods and services is known as ____________ .

18. The total amount of revenue after deducting all expenses is called the ____________ .




Financial terms W1.1
Blank-filling activity: answers


Using your knowledge of key financial terms complete the blanks.

1. Sales turnover is the amount of revenue a company generates from its sales.

2. Profit and loss is the financial statement that shows a company’s revenue, costs and expenses for a specific period, resulting in a net profit or loss.

3. The duration of time for which financial statements are prepared and reported, usually a year or quarter, is called the accounting period.

4. The difference between a company’s assets and liabilities is known as the balance.

5. Revenue is the total amount of money a company earns from sales, services or any other source of income.

6. The percentage of revenue that is profit is referred to as the profit margin.

7. Retained profit is the amount of profit that is kept by a company after paying out taxes and dividends.

8. The difference between the cost of goods sold and the revenue from sales is called the gross profit.

9. The point at which a company’s revenue covers all its costs, resulting in neither profit nor loss, is known as the breakeven point.

10. Cash flow is the movement of cash in and out of a company.

11. Corporation tax is a tax paid by companies on their profits.

12. A financial statement that shows a company’s assets, liabilities and equity at a specific point in time is called a balance sheet.

13. Costs are expenses incurred by a company in producing goods or services.

14. A tax paid on an individual’s income is known as income tax.

15. Stakeholders are individuals or groups with an interest in a company, including shareholders, employees, customers, suppliers and creditors.

16. Changes made to financial statements to ensure accuracy and completeness are called adjustments.

17. A tax on goods and services is known as value-added tax (VAT).

18. The total amount of revenue after deducting all expenses is called the net profit.




Profit and loss statement W1.2


Calculate the total income, gross profit, total expenses and net profit.

	Income
	

	Sales
	£154,065

	Service income
	£0

	Other income
	£6,550

	Total income 
	



	Cost of sales (materials, etc.)
	£6,767

	Gross profit
	

	Expenses
	

	Rent and utilities
	£12,450

	Salaries and wages
	£63,790

	Marketing and advertising
	£13,390

	Insurance
	£6,540

	Depreciation
	£500

	Other expenses
	£400

	Total expenses
	



	Net profit (loss)
	





The figures used in this example are for illustrative purposes only.

The format and categories used may vary depending on the specific company and industry.




Profit and loss statement W1.2
Answers

Calculate the total income, gross profit, total expenses and net profit.


	Income
	

	Sales
	£154,065

	Service income
	£0

	Other income
	£6,550

	Total income
	
£154,065 + £6,550 = £160,615


	Cost of sales (materials, etc.) 
	£6,767

	Gross profit
	£160,615 – £6,767 = £153,848

	Expenses
	

	Rent and utilities
	£12,450

	Salaries and wages
	£63,790

	Marketing and advertising
	£13,390

	Insurance
	£6,540

	Depreciation
	£500

	Other expenses
	£400

	Total expenses
	
£97,070


	Net profit (loss)
	£56,778





The figures used in this example are for illustrative purposes only.

The format and categories used may vary depending on the specific company and industry.




Profit and loss statement W1.2a
Stretch


Calculate the total income, gross profit, total expenses and net profit.


	Income
	

	Sales
	£193,172.44

	Service income
	8% of sales

	Other income
	£7,102.37

	Total income 
	



	Cost of sales (materials, etc.)
	£6,763.11

	Gross profit
	

	Expenses
	

	Rent and utilities
	£11,932.88

	Salaries and wages
	£62,524.29

	Marketing and advertising
	£12,192.45

	Insurance
	£5,999.99

	Depreciation
	£455.77

	Other expenses
	£300

	Total expenses
	



	Net profit (loss)
	





The figures used in this example are for illustrative purposes only.

The format and categories used may vary depending on the specific company and industry.




Profit and loss statement W1.2a
Stretch: answers


Calculate the total income, gross profit, total expense and net profit.


	Income
	

	Sales
	£193,172.44

	Service income
	8% of sales

	Other income
	£7,102.37

	Total income
	£193,172.44 x 0.08 = £15,453.80 (answer rounded up to 2 decimal points)
£193,172.44 + £15,453.80 = £208,626.24
£208,626.24 + £7,102.37 = £215,728.61


	Cost of sales (materials, etc.)
	£6,763.11

	Gross profit
	£215,728.661 – £6,763.11 = £208,965.50


	Expenses
	

	Rent and utilities
	£11,932.88

	Salaries and wages
	£62,524.29

	Marketing and advertising
	£12,192.45

	Insurance
	£5,999.99

	Depreciation
	£455.77

	Other expenses
	£300

	Total expenses
	£11,932.88 + £62,524.29 + £12,192.45 + £5,999.99 + £455.77 + £300 = £93,405.38


	Net profit (loss)
	£215,728.661 – £93,405.38 = £208,965.50




The figures used in this example are for illustrative purposes only. 

The format and categories used may vary depending on the specific company and industry.




Gross and net profit activity W1.3



Find the missing monetary values for each of the following two scenarios.

1. (a) Ahmed’s Post Office business has a revenue of £176,000. He has to pay large fees in operating costs to various delivery companies, amounting to £80,000 in expenses.

What is Ahmed’s gross profit?
______________________________________________________________

(b) Ahmed also has to pay his wage bill and interest on a mortgage. His wage bill is £29,000 and he pays 4% interest on a £200,000 mortgage. All of Ahmed’s other expenses come to £4,500.

Calculate Ahmed’s net profit.

______________________________________________________________
____________________________________________________________________________________________________________________________

2. (a) Michelle has a florist business in a local town in Surrey. 
Michelle’s gross profit is £63,500 and her cost of goods sold (COGS) is £34,500.

What is Michelle’s revenue?

_____________________________________________________________

(b) During the week leading up to Valentine’s Day, Michelle increases the price of red roses from £3 to £4. This has led to an increase in Michelle’s revenue for February. Her revenue for February is £12,000 and her gross profit for the month is £6,500.

Calculate Michelle’s COGS for the month of February.
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________










South Essex College has produced this resource on behalf of the Education and Training Foundation. 
This programme is funded by the Department for Education. 
Gross and net profit activity W1.3
Answers 


Find the missing monetary values for each of the two following scenarios.

1.	(a) Ahmed’s Post Office business has a revenue of £176,000. He has to pay large fees in operating costs to various delivery companies, amounting to £80,000.

What is Ahmed’s gross profit?

Calculate Ahmed’s gross profit by subtracting his costs from his revenue:
Gross profit = revenue – costs
Gross profit = £176,000 – £80,000
Gross profit = £96,000

(b) Ahmed also has to pay his wage bill and interest on a mortgage. His wage bill is £29,000 and he pays 4% interest on a £200,000 mortgage. All of Ahmed’s other expenses come to £4,500.

Calculate Ahmed’s net profit.

Calculate Ahmed’s net profit by subtracting his total expenses (including wages, interest payments and other expenses) from his gross profit:
Net profit = gross profit – total expenses
Total expenses = wages + interest + other expenses
Total expenses = £29,000 + 4% of £200,000 + £4,500
Total expenses = £29,000 + £8,000 + £4,500
Total expenses = £41,500
Net profit = £176,000 – £41,500
Net profit = £134,500

2.	(a) Michelle has a florist business in a local town in Surrey.
Michelle’s gross profit is £63,500 and her cost of goods sold (COGS) is £34,500.

What is Michelle’s revenue?

Revenue = gross profit + COGS 
= £63,500 + £34,500 
Revenue = £98,000 

(b) During the week leading up to Valentine’s Day, Michelle increases the price of red roses from £3 to £4. This has led to an increase in Michelle’s revenue for February. Her revenue for February is £12,000 and her gross profit for the month is £6,500.

Calculate Michelle’s COGS for the month of February.

COGS = revenue – gross profit
COGS = £12,000 – £6,500



COGS = £5,500

South Essex College has produced this resource on behalf of the Education and Training Foundation. 
This programme is funded by the Department for Education. 
South Essex College is delivering this programme on behalf of the Education and Training Foundation. 
This programme is funded by the Department for Education. 
Importance of financial terms W1.4



This document is an aid to the lesson 1 discussion on why it is important to use the correct financial terms.

Sales turnover and revenue: using these terms interchangeably can lead to confusion about the actual revenue generated by a business. If a company reports a higher sales turnover than their actual revenue, it could mislead stakeholders into thinking the company is more profitable than it is.

Profit and loss: confusing these terms could result in inaccurate financial statements, which could lead to poor decision-making by stakeholders. For example, a company that reports a profit when they have actually incurred a loss could lead to investors making poor investment decisions.

Accounting period: not properly defining the accounting period can lead to confusion about when revenue and expenses should be included in the accounting system. This could lead to inaccurate financial statements, which could ultimately affect the decisions of stakeholders.

Balance, gross profit and net profit: misunderstanding these terms could result in a business misrepresenting its financial position. For example, if a company reports a higher gross profit instead of its actual net profit, it could give the impression that the company is doing better than it is.

Breakeven point: miscalculating the breakeven point could lead to incorrect pricing strategies or inadequate cost control measures. This could result in reduced profitability or even business failure.

Income statement and balance sheet: confusing these two financial statements could result in stakeholders misunderstanding a company’s financial position. For example, a balance sheet shows a company’s assets and liabilities at a specific point in time, while an income statement shows a company’s revenue and expenses over a period of time.

Adjustment: failing to make necessary adjustments to financial statements could lead to misrepresentation of a company’s financial position, which could mislead stakeholders.

Stakeholders: not understanding who the stakeholders are and what their needs are could result in poor decision-making by a company. For example, if a company fails to consider the needs of its shareholders when making decisions, it could lead to a loss of investor confidence.

Costs, assets and liabilities: misunderstanding these terms could result in inaccurate financial statements, which could ultimately affect the decisions of stakeholders.

Corporation tax, income tax and VAT: not properly accounting for these taxes could lead to penalties and fines, which could have a negative impact on a company’s financial position.

Profit margins and retained profit: misunderstanding these terms could result in a company misrepresenting its financial position, which could mislead stakeholders and have a negative impact on decision-making.




Business case study (Epione Bakery)
Profit and loss statement W2.1



Mary runs a small business called “Epione Bakery”. She started the business three years ago and has since been baking and selling cakes, pastries and bread. Mary employs two bakers and a sales assistant. Her business is located in London, and she has a steady customer base. Mary keeps all the financial records of the business in a ledger book.

Create a profit and loss statement for Mary using the template below.

Accept any answers as long as the overall calculations are correct and the amounts are realistic for the business example.

Mary’s bakery profit and loss statement:

	
	Amount (£)

	Revenue
	



	Cost of goods sold
	



	Gross profit
	



	Operating expenses
	

	Salaries
	



	Rent
	



	Supplies
	



	Utilities
	



	Insurance
	



	Depreciation
	



	Total operating expenses
	



	Net income
	








Business case study (Epione Bakery)
Profit and loss statement W2.1: example answers


Mary runs a small business called “Epione Bakery”. She started the business three years ago and has since been baking and selling cakes, pastries and bread. Mary employs two bakers and a sales assistant. Her business is located in London, and she has a steady customer base. Mary keeps all the financial records of the business in a ledger book.

Create a profit and loss statement for Mary using the template below.

Accept any answers as long as the overall calculations are correct and the amounts are realistic for the business example.

Mary’s bakery profit and loss statement: 

	
	Amount (£)

	Revenue
	
50,000


	Cost of goods sold
	
18,000


	Gross profit
	
32,000


	Operating expenses
	

	Salaries
	
22,000


	Rent
	
4,000


	Supplies
	
2,000


	Utilities
	
1,500


	Insurance
	
500


	Depreciation
	
1,000


	Total operating expenses
	
31,000


	Net income
	
1,000












Business case study (Epione Bakery)
Expenses W2.2


Create a monthly budget for Mary based on her expenses for the list of items below.

· Cost of ingredients (flour, sugar, butter, eggs, etc.) based on 100 cupcakes
· Rent or lease of bakery premises
· Utilities (electricity, gas, water, internet, phone)
· Salaries and wages for employees
· Insurance (property, liability, workers’ compensation)
· Equipment and machinery (ovens, mixers, refrigerators, display cases, etc.)
· Repairs and maintenance of equipment and premises
· Packaging and wrapping materials (boxes, bags, ribbons, etc.)
· Marketing and advertising expenses (website, social media, flyers, promotions)
· Accounting and bookkeeping services
· Interest and fees on business loans or credit cards
· Cleaning supplies and services
· Office supplies (paper, pens, printer ink, etc.)

Note that this is not an exhaustive list, and the specific expenses for a bakery business may vary depending on the size, location and scope of the business.




Business case study (Epione Bakery)
Expenses W2.2a (Stretch)


Create a monthly budget for Mary based on her expenses for the list of items below.

· Cost of ingredients (flour, sugar, butter, eggs, etc.) based on 100 cupcakes per month
· Rent or lease of bakery premises 
· Utilities (electricity, gas, water, internet, phone)
· Salaries and wages for employees
· Insurance (property, liability, workers’ compensation)
· Equipment and machinery (ovens, mixers, refrigerators, display cases, etc.)
· Repairs and maintenance of equipment and premises
· Packaging and wrapping materials (boxes, bags, ribbons, etc.)
· Marketing and advertising expenses (website, social media, flyers, promotions)
· Accounting and bookkeeping services
· Interest and fees on business loans or credit cards
· Cleaning supplies and services
· Office supplies (paper, pens, printer ink, etc.)

Note that this is not an exhaustive list, and the specific expenses for a bakery business may vary depending on the size, location and scope of the business.

Challenge activity:

1. From the budget you have created for Mary, imagine that inflation has increased utility expenses by 9%. How does this affect the budget? Recalculate the total budget Mary will need.
_____________________________________________________________

2. Mary now sends all her invoices by email rather than as hard copy. So she no longer needs to order paper or printer ink. This will save Mary £153 per year. How does this affect the budget? Recalculate the total monthly budget Mary will now need.
_____________________________________________________________

3. Mary has a 5% wastage. How will this affect the budget? Recalculate the budget to include the wastage.
_____________________________________________________________

4. Once you have included the above three changes, create a new total monthly budget for Mary.
_____________________________________________________________


Business case study (Epione Bakery)
Expenses W2.2a (Stretch): answers


Create a monthly budget for Mary based on her expenses for the list of items below.

· Cost of ingredients (flour, sugar, butter, eggs, etc.) based on 100 cupcakes per month
· Rent or lease of bakery premises 
· Utilities (electricity, gas, water, internet, phone)
· Salaries and wages for employees
· Insurance (property, liability, workers’ compensation)
· Equipment and machinery (ovens, mixers, refrigerators, display cases, etc.)
· Repairs and maintenance of equipment and premises
· Packaging and wrapping materials (boxes, bags, ribbons, etc.)
· Marketing and advertising expenses (website, social media, flyers, promotions)
· Accounting and bookkeeping services
· Interest and fees on business loans or credit cards
· Cleaning supplies and services
· Office supplies (paper, pens, printer ink, etc.)

Note that this is not an exhaustive list, and the specific expenses for a bakery business may vary depending on the size, location and scope of the business.

Challenge activity:

1. From the budget you have created for Mary, imagine that inflation has increased utility expenses by 9%. How does this affect the budget? Recalculate the total budget Mary will need. 

9 ÷ 100 x (the learners’ utilities budget) + overall monthly budget

2. Mary now sends all her invoices by email rather than as hard copy. So she no longer needs to order paper or printer ink. This will save Mary £153 per year. How does this affect the budget? Recalculate the total monthly budget Mary will now need. 

153 ÷12 = £12.75 less per month

3. Mary has a 5% wastage. How will this affect the budget? Recalculate the budget to include the wastage.

5 ÷ 100 x (the cost of ingredients) + (the cost of ingredients) = total cost of ingredients including wastage

4. Once you have included the above three changes, create a new total monthly budget for Mary.




Business case study (Epione Bakery)
Cost of goods sold W2.3


During the month of January, the bakery purchased £1,000 worth of flour, £500 worth of yeast, and it incurred £500 in direct labour costs.

In addition, the bakery had £200 worth of flour and £100 worth of yeast left over from the previous month, and it produced and sold 1,000 loaves of bread during January.

The revenue for the bakery from bread was £2,300 for the month of January.

Assuming each loaf of bread uses £1 worth of flour and £0.50 worth of yeast. 

1. Calculate the cost of goods sold for January.

_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________

2. Calculate the gross profit for January.

_____________________________________________________________
_____________________________________________________________




Business case study (Epione Bakery)
Cost of goods sold W2.3: example answers


During the month of January, the bakery purchased £1,000 worth of flour, £500 worth of yeast, and it incurred £500 in direct labour costs.

In addition, the bakery had £200 worth of flour and £100 worth of yeast left over from the previous month, and it produced and sold 1,000 loaves of bread during January.

The revenue for the bakery from bread was £2,300 for the month of January.

1. Calculate the cost of goods sold for January.

Beginning inventory = £200 (flour) + £100 (yeast) = £300

Cost of goods purchased or produced = £1,000 (flour) + £500 (yeast) + £500 (labour) = £2,000

Ending inventory = the cost of flour and yeast used to produce 1,000 loaves of bread during January

Assuming each loaf of bread uses £1 worth of flour and £0.50 worth of yeast, the total cost of flour and yeast used during January will be:

Total cost of flour used = 1,000 (loaves of bread) x £1 (cost of flour per loaf) = £1,000

Total cost of yeast used = 1,000 (loaves of bread) x £0.50 (cost of yeast per loaf) = £500

Therefore, the cost of goods sold for January is:

COGS = beginning inventory + cost of goods purchased or produced – ending inventory
COGS = £300 + £2,000 – (£1,000 + £500) = £800

So the cost of goods sold for January is £800.

2. Calculate the gross profit for January.

The gross profit for January is revenue – COGS = gross profit 

£2,300 – £800 = £1,500 

 Business case study (Epione Bakery)
Balance sheet W2.4


Mary runs a small business called “Epione Bakery”. She started the business three years ago and has since been baking and selling cakes, pastries and bread. Mary employs two bakers and a sales assistant. Her business is located in London, and she has a steady customer base. Mary keeps all the financial records of the business in a ledger book.

Create a balance sheet for Mary using the template below.

Accept any answers as long as the overall calculations are correct and the amounts are realistic for the business example.

Mary’s bakery balance sheet:

	Assets
	Amount (£)

	Cash
	



	Accounts receivable
	



	Inventory
	



	Equipment
	



	Less: accumulated depreciation
	



	Total assets
	



	Liabilities and equity
	Amount (£)

	Accounts payable
	



	Notes payable
	



	Owner’s equity
	



	Total liabilities and equity
	








Business case study (Epione Bakery)
Balance sheet W2.4: example answers



Mary runs a small business called “Epione Bakery”. She started the business three years ago and has since been baking and selling cakes, pastries and bread. Mary employs two bakers and a sales assistant. Her business is located in London, and she has a steady customer base. Mary keeps all the financial records of the business in a ledger book.

Create a balance sheet for Mary using the template below.

Accept any answers as long as the overall calculations are correct and the amounts are realistic for the business example.

Mary’s bakery balance sheet:

	Assets 
	Amount (£)

	Cash
	
3,000


	Accounts receivable
	
1,500


	Inventory
	
5,000


	Equipment
	
10,000


	Less: accumulated depreciation
	
(2,000)


	Total assets
	
17,500


	Liabilities and equity
	Amount (£)

	Accounts payable
	
2,000


	Notes payable
	
3,000


	Owner’s equity
	
12,500


	Total liabilities and equity
	
17,500







Balance sheet W3.1


Find the mistakes in the balance sheet below.

Mary’s bakery balance sheet: 

	Assets
	Amount (£)

	Cash
	
£6,745


	Accounts receivable
	
£32,890


	Inventory
	
£2,400


	Equipment
	
£3,600


	Less: accumulated depreciation 
	
(£360)


	Total assets 
	
£38,530


	Liabilities and equity
	Amount (£)

	Accounts payable
	
£45,000


	Notes payable
	
£2,000


	Owner’s equity
	
£10,000


	Total liabilities and equity
	
£47,000







Balance sheet W3.1
Answers


Find the mistakes in the balance sheet below.

Mary’s bakery balance sheet: 

	Assets 
	Amount (£)

	Cash
	
£6,745


	Accounts receivable
	
£32,890


	Inventory
	
£2,400


	Equipment
	
£3,600


	Less: accumulated depreciation
	
(£360)


	Total assets
	
£45,275 (cash was not included)


	Liabilities and equity
	Amount (£)

	Accounts payable
	
£45,000


	Notes payable
	
£2,000


	Owner’s equity
	
£10,000


	Total liabilities and equity
	
£57,000 (owner’s equity was not included)







Profit and loss statement W3.2



Find the mistakes in the profit and loss statement.

Epione Ltd
Profit and loss statement
for the year end 2022

	Income
	

	Sales
	£245,635.98

	Service income
	£340

	Other income
	£509

	Total income
	£246,484.98

	Cost of sales (materials, etc.)
	£6,462

	Gross profit
	£252,946.98

	Expenses
	

	Rent and utilities
	£23,950

	Salaries and wages
	£79,790

	Marketing and advertising
	£19,890

	Insurance
	£9,640

	Other expenses
	£746.31

	Total expenses
	
£134,016.31


	Net profit (loss)
	£112,468.67





The figures used in this example are for illustrative purposes only. 

The format and categories used may vary depending on the specific company and industry.




Profit and loss statement W3.2
Answers 

Find the mistakes in the profit and loss statement.

Epione Ltd
Profit and loss statement
for the year end 2022

	Income
	

	Sales
	£245,635.98

	Service income
	£340

	Other income
	£509

	Total income
	£246,484.98

	Cost of sales (materials, etc.) 
	£6,462

	Gross profit 
	£240,022.98 (the COGS was added rather than subtracted)

	Expenses
	

	Rent and utilities
	£23,950

	Salaries and wages
	£79,790

	Marketing and advertising
	£19,890

	Insurance
	£9,640

	Other expenses
	£746.31

	Total expenses
	
£134,016.31


	Net profit (loss) 
	£106,006.67 (total expenses were subtracted from total income instead of from gross profit)





The figures used in this example are for illustrative purposes only.

The format and categories used may vary depending on the specific company and industry.




Epione Bakery (case study)
Breakeven chart W3.3


Mary is looking to add more lines to her bakery business. She has decided to start selling fudge made by a local independent seller. Mary has ordered 100 bags of fudge at a cost of £75. In addition to the cost of the fudge, Mary has to pay the seller to deliver these at a cost of 20 pence per bag. Mary’s fixed costs are £500. She has decided to sell the fudge for £4.95 per bag.

Calculate Mary’s breakeven point: how many bags of fudge does she need to sell in order to break even?

Remember to show each step and write down all your calculations.

_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________


Extension: now create a breakeven chart for Mary on graph paper.




Epione Bakery (case study)
Breakeven chart W3.3: answers


Mary is looking to add more lines to her bakery business. She has decided to start selling fudge made by a local independent seller. Mary has ordered 100 bags of fudge at a cost of £75. In addition to the cost of the fudge, Mary has to pay the seller to deliver these at a cost of 20 pence per bag. Mary’s fixed costs are £500. She has decided to sell the fudge for £4.95 per bag.

Calculate Mary’s breakeven point: how many bags of fudge does she need to sell in order to break even?

Remember to show each step and write down all your calculations.

Contribution = selling price – variable cost

Her variable cost per bag of fudge is (£75 ÷ 100) + 20 pence delivery = 95 pence

Contribution = £4.95 – £0.95 = £4

Breakeven = fixed costs ÷ contribution 

Breakeven = 500 ÷ 4 = 125 bags of fudge 

Mary must sell 125 bags of fudge to break even.


Extension: now create a breakeven chart for Mary on graph paper.



Sources of finance W4.1



Financial case studies

Case study 1: sole proprietorship

Business name: Helga’s Bakery

Legal ownership type: sole proprietorship

Financial position: Helga is the sole owner of the bakery and is personally liable for all the debts and obligations of the business. She has invested her personal savings in the bakery and manages all the financial aspects of the business herself.

Organisational goals: Helga’s goal is to establish a successful bakery known for its high-quality baked goods and excellent customer service. She aims to expand her customer base and increase revenue by offering a diverse range of bakery products, including a variety of international bakery items.

Legal structure: Helga’s Bakery is a simple and informal business structure. Helga is the sole decision-maker and has complete control over all aspects of the business.


Case study 2: partnership

Business name: Larry’s Landscaping

Legal ownership type: partnership

Financial position: the business is co-owned by two partners, Larry and Sarah, who have invested equal amounts of capital in the business. They share the profits, losses and responsibilities of the business.

Organisational goals: Larry and Sarah’s goal is to provide eco-friendly landscaping services to residential clients. They aim to expand their customer base to include commercial clients, increase revenue and establish a reputation as a sustainable landscaping company.

Legal structure: Larry’s Landscaping is a partnership with a formal partnership agreement that outlines the roles, responsibilities and profit-sharing arrangements between Larry and Sarah.


Case study 3: public limited company

Business name: Innovation Direct Inc.

Legal ownership type: public limited company (PLC)

Financial position: Innovation Direct Inc. is a publicly traded company with multiple shareholders who have invested capital in the business by purchasing shares. The company’s financial position is reflected in its financial statements, and shareholders have limited liability.

Organisational goals: Innovation Direct Inc. aims to be a global leader in technology innovation, developing cutting edge products and solutions. Their goal is to generate high profits for shareholders and achieve sustainable growth.

Legal structure: Innovation Direct Inc. is a separate legal entity with a formal board of directors and shareholders who elect the board. The company has its own legal rights and liabilities.


Case study 4: private limited company

Business name: Singh & Co. Consulting

Legal ownership type: private limited company

Financial position: Singh & Co. Consulting is owned by a small group of private investors who have invested capital in the business in exchange for shares. The company’s financial position is reflected in its financial statements, and shareholders have limited liability.

Organisational goals: Singh & Co. Consulting aims to provide top-notch consulting services to its clients and establish a strong reputation in the industry. They focus on delivering high-quality solutions, building long-term relationships with clients and maximising shareholder value.

Legal structure: Singh & Co. Consulting is a private limited company with a formal shareholder agreement and a board of directors that manages the company’s operations.


Case study 5: charity

Business name: The Gift of Hope Foundation

Legal ownership type: charity

Financial position: The Gift of Hope Foundation is a non-profit organisation that relies on donations and grants to fund its charitable activities. It does not have shareholders, and its financial position is reflected in its financial statements, which are subject to the regulatory requirements for charities. 

Organisational goals: The Gift of Hope Foundation’s goal is to provide humanitarian aid and support to underprivileged communities, focusing on areas such as education, healthcare and poverty alleviation. They aim to make a positive impact on society and serve their beneficiaries’ needs.

Legal structure: The Gift of Hope Foundation is a registered charity with a formal governance structure, including a board of directors and compliance with the regulatory requirements for charitable organisations.


Case study 6: social enterprise

Business name: Eco Solutions 

Legal ownership type: social enterprise 

Financial position: Eco Solutions is a social enterprise that generates revenue through its business operations, but also has a social and environmental mission at its core. The business reinvests its profits back into its social and environmental initiatives. 

Organisational goals: Eco Solutions aims to develop and provide sustainable technology solutions that address environmental issues, such as renewable energy and waste reduction. They prioritise their social and environmental impact over maximising profits, while also ensuring financial sustainability.

Legal structure: Eco Solutions is a social enterprise with a formal legal structure that aligns with its social and environmental mission.




Sources of finance W4.1
Answers


Financial case studies

Case study 1: sole proprietorship

Business name: Helga’s Bakery 

Legal ownership type: sole proprietorship 

Financial position: Helga is the sole owner of the bakery and is personally liable for all the debts and obligations of the business. She has invested her personal savings in the bakery and manages all the financial aspects of the business herself. 

Organisational goals: Helga’s goal is to establish a successful bakery known for its high-quality baked goods and excellent customer service. She aims to expand her customer base and increase revenue by offering a diverse range of bakery products, including a variety of international bakery items. 

Legal structure: Helga’s Bakery is a simple and informal business structure. Helga is the sole decision-maker and has complete control over all aspects of the business.

Based on the hypothetical businesses provided, the most suitable sources of finance can vary depending on the specific financial position, organisational goals and legal structure of each business. Here are some potential sources of finance that may be suitable. Allow learners to justify their reasoning as part of the discussion.

Helga’s Bakery (sole proprietorship)

Internal sources: savings, retained profit, owner’s capital (as Helga is the sole owner, she can use her personal savings, profits generated from the business or invest additional personal funds as owner’s capital).

Advantages of internal sources:
· proprietor retains full ownership and control of the business
· minimal paperwork and formalities
· no need to pay interest or dividends to external parties. 

Disadvantages of internal sources:
· savings, retained profit, owner’s capital 
· limited availability of funds based on personal savings or profits generated from the business
· personal liability for debts and obligations of the business. 

External sources: bank loans, credit cards, overdrafts (as sole proprietor, Helga can access these traditional forms of external financing based on her creditworthiness). 

Advantages of external sources: 
· access to larger amounts of capital
· can be used for business expansion or investment
· may build business creditworthiness with timely repayments.

Disadvantages of external sources: 
· requirement for collateral or personal guarantees
· may incur high interest rates and fees
· can lead to debt and interest payments, affecting cash flow. 


Case study 2: partnership

Business name: Larry’s Landscaping 

Legal ownership type: partnership 

Financial position: the business is co-owned by two partners, Larry and Sarah, who have invested equal amounts of capital in the business. They share the profits, losses and responsibilities of the business.

Organisational goals: Larry and Sarah’s goal is to provide eco-friendly landscaping services to residential clients. They aim to expand their customer base to include commercial clients, increase revenue and establish a reputation as a sustainable landscaping company.

Legal structure: Larry’s Landscaping is a partnership with a formal partnership agreement that outlines the roles, responsibilities and profit-sharing arrangements between Larry and Sarah.

Larry’s Landscaping (partnership) 

Internal sources: savings, retained profit, selling assets, owners’ capital (partners Larry and Sarah can use their personal savings, profits generated from the business or sell assets they own to raise capital). 

Advantages of internal sources: 
· partners allowed to contribute personal funds or sell assets to raise capital
· partners retain ownership and control of the business
· minimal formalities and paperwork. 

Disadvantages of internal sources:
· limited availability of funds based on personal savings or assets
· partners may be personally liable for debts and obligations of the business.

External sources: bank loans, credit cards, overdrafts (similar to a sole proprietorship, the partnership can access these traditional forms of external financing based on their creditworthiness).

Advantages of external sources: 
· access to larger amounts of capital for business growth
· can be used for expansion, equipment purchases or other investments
· may build business creditworthiness with timely repayments.

Disadvantages of external sources:
· requirement for collateral or personal guarantees
· may incur high interest rates and fees
· can lead to debt and interest payments, affecting cash flow. 


Case study 3: public limited company

Business Name: Innovation Direct Inc.

Legal ownership type: public limited company (PLC)

Financial position: Innovation Direct Inc. is a publicly traded company with multiple shareholders who have invested capital in the business by purchasing shares. The company’s financial position is reflected in its financial statements, and shareholders have limited liability. 

Organisational goals: Innovation Direct Inc. aims to be a global leader in technology innovation, developing cutting edge products and solutions. Their goal is to generate high profits for shareholders and achieve sustainable growth. 

Legal structure: Innovation Direct Inc. is a separate legal entity with a formal board of directors and shareholders who elect the board. The company has its own legal rights and liabilities. 

Innovation Direct Inc. (public limited company) 

Internal sources: retained profit (the company can reinvest its profits in the business for expansion and growth). 

Advantages of internal sources: 
· company allowed to reinvest profits in the business for expansion and growth
· company retains ownership and control of the business
· minimal formalities and paperwork. 

Disadvantages of internal sources: 
· limited availability of funds based on retained profits
· dividends may need to be paid to shareholders, affecting cash flow. 

External sources: private equity, investor funding through shareholders and venture capitalists (as a publicly traded company, Innovation Direct Inc. can raise capital through private equity investments or by issuing shares to investors and venture capitalists). 

Advantages of external sources: 
· access to larger amounts of capital for business growth
· can be used for expansion, research and development or other investments
· can bring in expertise and industry connections from investors.

Disadvantages of external sources: 
· requirement to give up ownership and control to external investors
· potential dilution of ownership and decision-making power
· may involve complex legal agreements and terms.

Case study 4: private limited company

Business name: Singh & Co. Consulting 

Legal ownership type: private limited company 

Financial position: Singh & Co. Consulting is owned by a small group of private investors who have invested capital in the business in exchange for shares. The company’s financial position is reflected in its financial statements, and shareholders have limited liability.

Organisational goals: Singh & Co. Consulting aims to provide top-notch consulting services to its clients and establish a strong reputation in the industry. They focus on delivering high-quality solutions, building long-term relationships with clients and maximising shareholder value.

Legal structure: Singh & Co. Consulting is a private limited company with a formal shareholder agreement and a board of directors that manages the company’s operations.

Singh & Co. Consulting (private limited company) 

Internal sources: retained profit, owners’ capital (the company can use its retained profits or owners’ capital to fund its operations and growth). 

Advantages of internal sources:
· company allowed to reinvest profits or owners’ capital in the business
· company retains ownership and control of the business
· minimal formalities and paperwork. 

Disadvantages of internal sources: 
· limited availability of funds based on retained profits or owners’ capital
· dividends may need to be paid to shareholders, affecting cash flow. 

External sources: bank loans, private equity, investor funding through shareholders (as a private limited company, Singh & Co. Consulting can access bank loans, private equity investments or issue shares to investors and shareholders). 

Advantages of external sources: 
· access to larger amounts of capital for business growth
· can be used for expansion, marketing or other investments
· may build business creditworthiness with timely repayments. 

Disadvantages of external sources: 
· requirement for collateral or personal guarantees
· may incur high interest rates and fees
· can lead to debt and interest payments, affecting cash flow
· may involve giving up ownership or control to external investors. 


Case study 5: charity

Business name: The Gift of Hope Foundation 

Legal ownership type: charity 

Financial position: The Gift of Hope Foundation is a non-profit organisation that relies on donations and grants to fund its charitable activities. It does not have shareholders, and its financial position is reflected in its financial statements, which are subject to the regulatory requirements for charities. 

Organisational goals: The Gift of Hope Foundation’s goal is to provide humanitarian aid and support to underprivileged communities, focusing on areas such as education, healthcare and poverty alleviation. They aim to make a positive impact on society and serve their beneficiaries’ needs.

Legal structure: The Gift of Hope Foundation is a registered charity with a formal governance structure, including a board of directors and compliance with the regulatory requirements for charitable organisations.

The Gift of Hope Foundation (charity) 

Internal sources: donations, retained profit (as a non-profit charity, The Gift of Hope Foundation may rely on donations from individuals or organisations, in addition to using retained profits from its charitable activities). 

Advantages of internal sources: 
· reliant on public or private donations to raise funds
· charity retains charitable purpose and mission
· minimal formalities and paperwork. 

Disadvantages of internal sources: 
· reliant on donor generosity, which may be unpredictable
· limited availability of funds based on donations received
· requirement for effective fundraising efforts and donor relations. 

External sources: grant funding, donations, crowdfunding (charities such as The Gift of Hope Foundation can seek grant funding from government or charitable organisations, accept donations from individuals or groups, or use crowdfunding platforms to raise funds). 

Advantages of external sources: 
· access to funds from foundations, government agencies or other charitable organisations
· can be used for specific projects or programmes
· provide validation and support from grantors. 

Disadvantages of external sources: 
· highly competitive and may have strict eligibility requirements
· limited availability of funds based on grant opportunities
· requirement for thorough grant proposal development and reporting. 


Case study 6: social enterprise

Business name: Eco Solutions 

Legal ownership type: social enterprise 

Financial position: Eco Solutions is a social enterprise that generates revenue through its business operations, but also has a social and environmental mission at its core. The business reinvests its profits back into its social and environmental initiatives. 

Organisational goals: Eco Solutions aims to develop and provide sustainable technology solutions that address environmental issues, such as renewable energy and waste reduction. They prioritise their social and environmental impact over maximising profits, while also ensuring financial sustainability. 

Legal structure: Eco Solutions is a social enterprise with a formal legal structure that aligns with its social and environmental mission. 

Eco Solutions (social enterprise) 

Internal sources: retained profit (the social enterprise can reinvest its profits into its social and environmental initiatives). 

Advantages of internal sources: 
· social enterprise is allowed to reinvest profits or owners’ capital into the business
· social enterprise retains ownership and control of the business
· minimal formalities and paperwork. 

Disadvantages of internal sources: 
· limited availability of funds based on retained profits or owners’ capital
· may need to balance social and financial objectives in the use of funds. 

External sources: private equity, investor funding through shareholders, grant funding (as a social enterprise, Eco Solutions can seek private equity investments, issue shares to investors and shareholders, or apply for grants from organisations that align with their social and environmental mission). 

Advantages of external sources: 
· access to capital from impact investors or crowdfunding campaigns
· can be used for scaling the social enterprise or expanding impact
· may bring in expertise and resources from investors or backers. 

Disadvantages of external sources: 
· requirement to give up ownership or control to external investors or backers
· potential dilution of ownership and decision-making power



· may involve complex legal agreements and terms. 
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Sources of finance W4.1

Match the ownership types with the appropriate source of finance and identify one advantage and one disadvantage for each combination.

· Ownership types – blue
· Sources of finance – red
· Advantages – black
· Disadvantages – green
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Sole proprietorship

Partnership

Public limited company (PLC)


Private limited company

Charity

Social enterprise







Sources of finance


Savings

Retained profit

Selling assets

Owners’ capital

Private equity

Bank loans

Credit cards


Overdrafts

Cash advances

Crowdfunding

Investor funding 

Shareholders 

Venture capitalists

Angel investors

Grant funding

Invoice factoring

Donations

Leasing

Hire purchase







Advantages

Access to larger amounts of capital for business growth.

Minimal formalities and paperwork.

Can be used for specific projects or programmes.

Retains ownership and control of the business.

Provides validation and support from grantors.

Allows the business to reinvest profits or owners’ capital.

May bring in expertise and resources from investors or backers.

Disadvantages

Personal liability for business debts.

Dilution of ownership and decision-making power.

Shared decision-making and profits.

Requires collateral or personal guarantees.

Highly competitive and strict eligibility requirements.

Limited availability of funds based on retained profits or owners’ capital.

Requires giving up ownership or control to external investors or backers.

Sources of finance W4.2
Matching activity: sample answers


Below are some examples that learners could use for the sources of finance activity.

Sole proprietorship: source of finance – savings
Advantage: minimal formalities and paperwork.
Disadvantage: personal liability for business debts.

Partnership: source of finance – bank loans
Advantage: access to larger amounts of capital for business growth.
Disadvantage: shared decision-making and profits.

Public limited company (PLC): source of finance – private equity
Advantage: provides validation and support from grantors.
Disadvantage: dilution of ownership and decision-making power.

Private limited company: source of finance – retained profit
Advantage: allows the business to reinvest profits or owners’ capital.
Disadvantage: limited availability of funds based on retained profits or owners’ capital.

Charity: source of finance – grant funding
Advantage: can be used for specific projects or programmes.
Disadvantage: highly competitive and strict eligibility requirements.

Social enterprise: source of finance – angel investors
Advantage: may bring in expertise and resources from investors or backers.
Disadvantage: requires giving up ownership or control to external investors or backers.

Note that the answers may vary depending on the specific characteristics of each business and the advantages and disadvantages that learners identify. The purpose of the activity is to encourage critical thinking and understanding of the relationship between ownership type, sources of finance, and their potential advantages and disadvantages.




Business case study (Epione Bakery)
Double-entry bookkeeping activity W4.3



Use the principles of double-entry bookkeeping to record each transaction using debits and credits in the appropriate accounts.

Identify the accounts affected by each transaction and determine whether to debit or credit those accounts based on the rules discussed previously (eg, assets, liabilities, equity, revenue, expenses). 

Verify the entries and make sure each transaction is balanced with equal debits and credits.

· Epione Bakery purchased baking supplies on credit from a supplier for £500.
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
· Epione Bakery received a cash payment of £1,000 from a customer for a customised cake order.
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
· Epione Bakery paid £300 in cash for utility bills.
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
· Epione Bakery sold £700 worth of pastries and received payment in cash from the customer. 
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
· Epione Bakery paid £200 in cash for employee wages. 
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________
_____________________________________________________________



Business case study (Epione Bakery)
Double-entry bookkeeping activity W4.3: answers



Use the principles of double-entry bookkeeping to record each transaction using debits and credits in the appropriate accounts.

Identify the accounts affected by each transaction and determine whether to debit or credit those accounts based on the rules discussed previously (eg, assets, liabilities, equity, revenue, expenses). 

Verify the entries and make sure each transaction is balanced with equal debits and credits.

· Epione Bakery purchased baking supplies on credit from a supplier for £500.

Accounts affected:
Debit: baking supplies (asset)
Credit: accounts payable (liability)

Entry:
Baking supplies (asset) £500
Accounts payable (liability) £500

· Epione Bakery received a cash payment of £1,000 from a customer for a customised cake order.

Accounts affected:
Debit: cash (asset)
Credit: customised cake revenue (revenue)

Entry:
Cash (asset) £1,000
Revenue for customised cake (revenue) £1,000

· Epione Bakery paid £300 in cash for utility bills.

Accounts affected:
Debit: utility expenses (expense)
Credit: cash (asset)

Entry:
Utility expenses (expense) £300 
Cash (asset) £300 

· Epione Bakery sold £700 worth of pastries and received payment in cash from the customer. 

Accounts affected: 
Debit: cash (asset) 
Credit: sales revenue (revenue)

Entry: 
Cash (asset) £700
Revenue from sales (revenue) £700

· Epione Bakery paid £200 in cash for employee wages.

Accounts affected:
Debit: employee wages expenses (expense)
Credit: cash (asset)

Entry:
Employee wages expenses (expense) £200
Cash (asset) £200

After recording all the transactions, the total debits and credits should balance. This ensures that the accounting equation (assets = liabilities + equity) is maintained, and the books are in balance. Double-entry bookkeeping helps to ensure accurate recording of financial transactions and provides a clear picture of the financial position of a business.
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