IGCSE Business Studies

Formula Sheet

No formula sheet is supplied for 0450, so everything below is recalled. The calculations are short, and the
marks are almost never for the number alone: state the formula, substitute, give the answer with its **unit
or percent sign™*, then say in one sentence what it tells the business. That last sentence is usually worth
more than the arithmetic. 0450 ; “ ’

Three habits that earn the marks

Write the formula down before the numbers. Wrong arithmetic with the right formula still earns the
method mark; a bare answer earns nothing if it is wrong.

Finish with a unit, a currency symbol or a percent sign. “12.5” is not an answer; “12.5\%” is.

Then interpret. “The current ratio is 2 : 1, so the business has twice the current assets it needs to cover
its short-term debts” is the sentence the analysis mark is waiting for.

Market and marketing

Market share — the firm’s sales + total sales in the market x100. Both figures must be over the same
period and in the same units — both in dollars, or both in units sold.

Market growth — (this year’s market size — last year’s) + last year’s x100. Divide by the OLD figure.

Sales revenue — selling price x quantity sold. Revenue is money coming in, not profit and not cash in
the bank.

| A firm sells $45\,000 of goods in a market worth $300\,000. Find its market share.
Market share = 15%.
Commentary: Market share = 45000 = 300 000 x 100

Commentary: = 15%

Costs, revenue and break-even

Total costs — fixed costs + variable costs. Fixed costs stay the same however much is produced; variable
costs are per unit, so total variable cost = variable cost per unit x output.

Profit — total revenue — total costs.

Average cost (unit cost) — total cost + output. It falls as output rises while the fixed costs are spread
over more units.

Contribution per unit — selling price per unit — variable cost per unit. It is what each unit contributes
towards the fixed costs, NOT profit.

Break-even output — fixed costs + contribution per unit. The bottom line is contribution, never the
selling price — that is the single most common error in the subject.

Margin of safety — actual (or budgeted) output — break-even output. How far sales can fall before the
business starts to lose money.

| Fixed costs are $12\,000 a month. The product sells for $8 and costs $5 a unit to make.
The firm plans to sell 5500 units. Find break-even, the margin of safety and the profit.

Break-even is 4000 units ($32\,000 of revenue), the margin of safety is 1500 units, and the profit is $4500.
Commentary: Contribution per unit =8 — 5 = $3

Commentary: Break-even = 12000 + 3 = 4000 units

Commentary: Break-even revenue = 4000 x 8 = $32 000

Commentary: Margin of safety = 5500 — 4000 = 1500 units

Commentary: Profit = 5500 x 3 — 12000 = $4500

Production and people

Labour productivity — output over a period + number of employees. Output per WORKER, so the
unit is “units per worker per week”, not a percentage.

Capacity utilisation — actual output + maximum possible output x100. Low utilisation means fixed
costs are spread thinly over few units, so unit costs rise.

Labour turnover — number of employees leaving in a year + average number employed x100. The top
line counts LEAVERS.

| Twelve workers produce 4800 units a month in a factory that could make 6000. Find
productivity and capacity utilisation.

Productivity is 400 units per worker per month; capacity utilisation is 80%, leaving room to take on
extra orders without new machinery.

Commentary: Productivity = 4800 <+ 12 = 400 units per worker per month
Commentary: Capacity utilisation = 4800 < 6000 x 100 = 80%
Accounts and ratios
Gross profit — revenue — cost of sales.

Profit — gross profit — expenses (overheads). In 0450 this is the profit figure ratios use unless the question
says otherwise.

Gross profit margin — gross profit + revenue x100. A fall here points at the cost of buying or making
the product.

Profit margin — profit < revenue x100. If this falls while the gross margin holds steady, the problem is
the expenses.

Return on capital employed (ROCE) — profit + capital employed x100. It answers “how hard is the
money invested working?”, and it is compared with what a bank would pay.

Working capital — current assets — current liabilities, in dollars. Too little and the business cannot pay
its bills; too much and cash is sitting idle.



Current ratio — current assets < current liabilities, written as “z : 1”. Around 1.5 to 2 : 1 is usually
comfortable.

Acid test ratio — (current assets — inventory) = current liabilities. Inventory is taken out because it is
the current asset that is hardest to turn into cash quickly.

| Revenue $250\,000, cost of sales $150\,000, expenses $60\,000, capital employed $320\,000.
Find the gross profit margin, the profit margin and ROCE.

Gross profit margin 40%, profit margin 16%, ROCE 12.5%.
Commentary: Gross profit = 250000 — 150 000 = $100 000, so margin = 100 000250 000 x 100 = 40%
Commentary: Profit = 100000 — 60000 = $40 000, so margin = 40000 < 250 000 x 100 = 16%

Commentary: ROCE = 40000 <+ 320000 x 100 = 12.5%

Everyday arithmetic the paper assumes

Percentage change — (new value — old value) + old value x100. Divide by the ORIGINAL every time,
and keep the minus sign for a fall.

Percentage of an amount — amount X percentage +100. A 20% rise multiplies by 1.2; a 20% fall
multiplies by 0.8.

Exchange rates — multiply when converting from the currency the rate is quoted “per”, and divide when
converting back. Sketch the direction before you touch the calculator.

Average (mean) — total <+ number of values.

A rise from 200 to 250 is a 25% rise, but the fall from 250 back to 200 is a 20% fall. The percentages of a
rise and the matching fall are never equal, because the denominator changes.

Where these marks are lost

Dividing fixed costs by the selling price instead of by contribution. It gives a break-even that is far too low
and quietly wrecks the margin of safety as well.

Leaving off the percent sign, the currency symbol or the word “units”. The number alone is not the answer.

Comparing a ratio with nothing. Every ratio needs a comparison — last year, a rival, or the industry
before it means anything.

Calling revenue profit. Revenue is the money coming in; profit is what is left after every cost.

Rounding part-way through. Carry the full figure and round only the final answer, to two decimal places
for money and one for a percentage.




