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Aims and objectives for today’s session

● Summarise Finance module on IPC
● Key questions to consider for LO1, L02 and LO3
● Answer any questions on the module
● Look at some lesson plans if available



Course handbook



LO1 - two parts

1. Accounting purposes

2. Categorisation of income and expenditure in accounting



LO1 - 1 Accounting purposes
What are the main purposes of accounting?

Who might be interested in the accounting information? Why?

Why do businesses have to follow strict accounting guidelines? Why is it 
important?

What would be the consequences for the business of ignoring accounting 
information and guidelines?





Accounting purposes



LO1 - 2 Categorisation of income and expenditure in 
accounting
Categorisation of income and expenditure in accounting

- Capital income
- Capital expenditure
- Revenue income
- Revenue expenditure

Students need to know the difference between the categories and be able to place 
examples into the categories. 

Link this to the previous topic by explaining that ‘accounting’ records different types of 
business transactions, the above are the categories of transaction that will happen in 
business during the financial year.











Important
Students need to understand that different types of income and expenditure 
have different effects on the business finances.

For example:

Capital expenditure - buying a new van

- This will affect the ‘statement of financial position’ (swapping ‘money/cash’ for 
a ‘non-current asset’) but not the profit of the business until this item gets 
depreciated over time.

Revenue expenditure - using electricity

- This will reduce the profit in the ‘statement of comprehensive income’ in the 
year that it is used



LO2 - Cash flow forecasting - key questions
What is cash flow in business?

What is a cash flow forecast?

What is the typical layout of a cash flow forecast? (students need to be able to 
complete one with given numbers)

What are typical reason for cash flow problems in business?

What are typical solutions to cash flow problems?

What are the benefits of creating a cash flow forecast?

What are the limitations of cash flow forecasting?



Follow with some useful definitions
● Cash flow
● Cash flow forecast
● Cash inflows
● Cash outflows
● Opening balance
● Net cash flow (also known as ‘cash surplus’, inflows minus outflows)
● Closing balance









Students need to understand the need for sufficient ‘cash’ in the business.
- Generating revenue which will increase profit does not always mean an immediate 

increase in cash, e.g. if a customer payment is delayed.
- A business can benefit from delaying a supplier payment by agreeing a ‘trade credit’.





Summary/conclusion
- Students need to 
- know the terminology linked to cash flow forecasting.
- understand the layout of a cash flow forecast.
- be able to complete a 12-months cash flow forecast using numbers provided 

to them.
- be able to describe and evaluate typical cash flow problems (what are 

they? How serious can they be? What would be the consequences for the 
business if not addressed)

- be able to suggest and evaluate solutions to cash flow problems.
- Evaluate benefits and limitations of cash flow forecasting.



LO3 - End of year statements - key questions
Part 1

What are ‘end of year statements’?

What is a ‘statement of comprehensive income’? (content, layout, function)

What is a ‘statement of financial position’? (content, layout, function)

Part 2

What are financial ratios? What is financial ratio analysis?

Ratios to be covered:

Profitability (GPM, (Mark-up), NPM, ROCE), Liquidity (Current ratio, Liquid Capital Ratio)

What do the above ratios tell the business about their financial state, i.e how do they help analysing the 
end of year financial statements?





Layout of ‘statement of 
comprehensive income’ 
(also simply called 
‘income statement’)

- Example with 
numbers



Simple layout without numbers, could be used as a puzzle activity



Useful definitions to be introduced for Statement of 
financial position
● Statement of financial position
● Assets (in accounting)
● Liabilities (in accounting)
● Non-current (fixed) assets
● Current assets
● Current liabilities
● Net current assets (working capital)
● Non-current liabilities
● Capital (in accounting)
● Trade debtors/trade receivables
● Trade creditors/trade payables



Layout of ‘statement of 
financial position’

- Example with 
numbers



Simple layout without numbers, could be used as a puzzle activity

Note:

Net assets 
employed always 
have to balance 
Capital employed



Net assets
Net assets are known as net worth. It is the total assets of a business (current plus non-current 
assets) minus its total liabilities (current liabilities plus its non-current liabilities).

Net assets = (current assets + non-current assets) - (current liabilities + non-current liabilities)

Which can be restated as:

Net assets = total assets - total liabilities





Summary/conclusion
- Students need to 
- understand the meaning and layout of the statement of comprehensive 

income
- understand the meaning and layout of the statement of financial position
- be able to carry out simple calculations relating to the end of year statements



LO3 - End of year statements - key questions
Part 1 

What are ‘end of year statements’?

What is a ‘statement of comprehensive income’? (content, layout, function)

What is a ‘statement of financial position’? (content, layout, function)

Part 2 

What are financial ratios? What is financial ratio analysis?

Ratios to be covered:

Profitability (GPM, Mark-up, NPM, ROCE), Liquidity (Current ratio, Liquid Capital Ratio)

What do the above ratios tell the business about their financial state, i.e how do they help analysing the 
end of year financial statements?



Follow with some useful definitions
● Profitability
● Liquidity
● Financial ratio analysis



E.g.

Cost of Sales 
(product cost) = 
£0.80 per unit

Mark-up 25%

Then
Selling price 
would be 
£0.80 + £0.20 = 
£1.00

E.g.

Business sells 
products for 
£100 in total.

60% GPM 
means that 
£60 of the 
£100 is their 
gross profit, to 
be used for 
covering 
expenses









So this ratio would be below the ideal of 
1.5:1, too low, may indicate cash-flow 
problems if stock not sold.

So this ratio is slightly above the ideal, 
so looks better for the business, but 
they would be under pressure of selling 
their stock to cover current liabilities.



Summary/conclusion
- Students need to be able to

- Explain what financial ratio analysis is in business
- Understand what profitability and liquidity mean
- Know the formulas, be able to calculate and evaluate the following ratios: 

GPM, (Mark-up), NPM, ROCE, CR, LCR



Exam questions

- There will be MCQs, including calculations
- There will be a cashflow forecast for the students to draw 

up - calculator needed.
- There will be incomplete end of year statements with 

numbers and/or words missing (fill the gaps)
- There will be higher level questions on each LO, ‘assess 

and evaluate’.



THANK YOU

ANY QUESTIONS?


