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Functions of £
Description
1.Unit of Account
Allows us to place a monetary value on goods and services
2.Means of exchange
Allows us to trade
3,Store of value
Allows us to use it in the future as it keeps value
4.Legal tender
Legally recognised as a form of payment
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Role of Money
Personal Attitudes
Life Stages
Culture
Life Events
External Influences
Interest Rates
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Travel
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Learning aim A: Importance of managing personal finance.
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Learning aim B: Explore the personal finance sector.
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Some topics still left to cover after Christmas
3
2
Learning aim C: Understand the purpose of Accounting
T Y P E S   O F   E X P E N D I T U R E
T Y P E S   O F   I N C O M E
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Avoid getting
into debt
Control
costs

Avoid legal action
and/or repossession

Counter the

effects of inflation

Provide insurance
against loss or illness

Set financial
targets and goals

Remain
solvent

Generate income
and savings

Manage money
to fund purchases

Maintain a good
credit rating

Avoid
bankruptcy
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Method of payment Explanation/features

Advantages

Disadvantages

Cash Notes and coins in a wide range | Most widely accepted form of Can be lost or stolen
of denominations exchange Threat of counterfeit
Physical not virtual Only really appropriate on purchases up
Consumers feel confident when | to a certain amount
using Cannot be used online
Makes budgeting easier
Debit card Issued by banks with payments No need to carry cash Short time lapse between making
for goods and services being Secure method of payment with | the transaction and the money being
deducted directly from a current | |ow risk of theft withdrawn from the customer’s account
account Widely accepted may result in overspending
Offers a degree of protection on Not acc'epted or appropriate for small
purchases transactions
Suitable for online transactions
Credit card Issued by financial institutions Allows a period of credit thatis | Interest is charged on balances not paid

allowing customers to delay
payments for goods and services

interest free, e.g. one month
Most cards are widely accepted
Loyalty schemes are often
offered, e.g. collect points or
cash back

Offers a degree of protection on
purchases

Suitable for online transactions

off within a month

Can encourage a customer to overspend
and get into debt

Interest is charged on cash withdrawals

A limit will be set on the amount of
credit allowed
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Cheque

Awritten order to a bank to make
a payment for a specific amount
of money from one person’s
account to another account

Low risk form of payment as the
cheque can only be cashed by
the named payee

Widely accepted for face-to-
face and postal transactions

No need to provide change

as can be written for an exact
amount

Expensive for the consumer if the

bank refuses to clear the cheque, i.e. it
‘bounces’

The time delay between writing the
cheque and it being cashed could cause
a consumer to go overdrawn

Viewed as old fashioned

Easy for the consumer to make errors
when writing the cheque which will
create problems for both the consumer
and the recipient

Electronic transfer

Payment is transferred directly
from one bank account to
another

Almost instantaneous
Provides a record of payment
No additional costs incurred

Easy to use for one-off and
more frequent transactions

Risk of loss if the transfer is incorrectly
setup

Not appropriate for face-to-face
transactions

Direct debit

An agreement made with a
bank allowing a third party

to withdraw money from an
account on a set day to pay for
goods or services received, e.g.
pay a gas bill

An easy way to make regular
payments, e.g. utility bills
Amount paid can vary to ensure
the payment matches the
amount required by the vendor

Quick and easy to set up

If the payer makes a mistake and takes
too much it is the payee’s responsibility
to claim back the money

The payer determines the amount paid
each time making it difficult for the
payee to plan and budget

Standing order

An agreement made with a bank
to transfer a fixed sum of money
to a third party account on a set
date on a regular basis, e.g. pay
£30 for a phone contract each
month

The same amount is paid each
time making it easier for the
payee to plan and budget

Easy both to set up and to
cancel

No need to remember to make
regular, standard payments

Payments are taken regardless of the
customer’s balance which could lead
to the unplanned use of an overdraft
facility

Payments will continue to be made
unless cancelled
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Method of payment

Explanation/features

Advantages

Disadvantages

Pre-paid card

Money is uploaded onto a card
with transactions then being
withdrawn to reduce the balance

Can set a budget in advance to
avoid overspending

If lost or stolen the loss is
limited to the remaining
balance

An effective way of controlling
the amount spent by children
and where money is spent,
e.g. upload money for school
lunches or transport

No protection if lost

Sometimes requires an initial fee to
purchase or set up the card, e.g. Oyster
travelcards

Contactless card

Cards containing antennae allow
money to be transferred when
the card touches a contactless
terminal

Gaining in popularity
Secure method of making
payments

Often only accepted for relatively small
transactions

Still not widely accepted as seen as new
technology

Charge card

Issued by financial institutions
allowing customers to delay
payments for goods and services
for a short period of time; the
balance must be paid off in full
when a statement is issued

Reduces risk of running up
debts

Allows a short period of credit
Avoids the need to carry cash
Often offers additional perks

Must be paid in full each month
Often an annual fixed fee is applied
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Store card

Issued by a retail outlet so that
customers can delay payments
for goods and services (similar to
a credit card but only accepted
by stores specified)

Allows a short period of credit
that is interest free, e.g. one
month

Often offer loyalty schemes,
discounts and special
promotions or privileges

Only accepted in issuing store or linked
associations

Interest is paid on outstanding balances

Can encourage overspending and
result in a consumer getting into debt -
particularly if they hold multiple cards

Mobile banking

The ability to carry out financial
transactions using mobile devices
such as phones or tablets

Convenient as can be used at
any time and place

Secure

Features are still limited and hence
mobile banking does not offer all of the
functionality of Internet banking

Banker's Automated
Clearing Service
(BACS) Faster Payment

A system that allows the transfer
of payments directly from one
bank account to another

Faster payment allows almost
instant transfers that are
guaranteed within 2 hours

Can be accessed in a number of
ways including in a branch, over
the telephone and online

No additional costs

Faster payment is not offered by all
banks or branches and the customer
may therefore have to default to BACs
which can take three days to transfer
payments

A limit is set on the amount that can be
transferred in any single transaction

Clearing House
Automated Payment
Systems (CHAPS)

A system that allows the transfer
of payments directly from one
bank account to another

Transfers can be made the same
day assuming instructions are
received prior to a set time, e.g.
2 pm at Barclays

There is no limit on the amount
that can be transferred in a
single transaction

Normally, there is a fixed charge per
transaction regardless of the amount
transferred
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Different types of borrowing
These are outlined below.
» Overdraft
* This allows you to withdraw money that you do not have from a current account.
¢ |t may be suitable to meet short term needs, for example a shortage of cash just
before payday.
» Personal loan

 This gives you the ability to borrow a set amount of money, normally for a
specific purpose, to be repaid in regular instalments with interest.

« It may be suitable to fund the purchase of a high price item such as a car or to
make home improvements.

» Hire purchase

* This allows you to have use of an item immediately but pay for it in regular
instalments. The item remains the property of the seller until all instalments have
been made.

¢ It may be suitable for one-off or infrequent purchases, for example a TV or fridge
freezer.
» Mortgage
* This is a long-term loan to fund the purchase of assets, normally paid back over

a long time, for example 25 years. It is secured against an item, for example a
house.

e Itis suitable for assets that will maintain value for a long time and cannot
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normally be paid for outright.

» Credit card

* Goods are paid for by card and can be paid for either at the end of a set period,
normally a month, when a statement is issued or over time with the card provider
stating a minimum payment each month. The minimum payment will be a
percentage of the balance on the credit card.

¢ |t may be suitable when buying high price goods or services, for example a
holiday, or at times when expenses are higher than usual, for example Christmas,
to spread the costs of spending.

* It may also just be used for convenience and safety as an alternative to using cash.

» Payday loan

 This is a short term source of finance used to bridge the gap between now and
next receiving a wage. It will normally only available for relatively small amounts
at very high rates.

¢ It may be suitable in an emergency to meet cash shortages.
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Type of borrowing

Advantages

Disadvantages

Overdraft

Interest is charged only on the amount outstanding
Can be paid off without penalties

An overdraft facility can be prearranged and only
used if needed

Provides a short term solution to cash flow problems

When used, interest charges are often high

Additional penalty charges for going over a pre-
arranged limit are often very high

Not the cheapest form of borrowing
The ease with which these can be obtained could
encourage overspending

Personal loans Regular, pre-agreed payments make planningand | May have to be secured against an asset which means
budgeting easy if payments are missed the asset may be taken to
As a general rule these would only be issued to cover the outstanding debt
individuals who can prove their ability to make the | Not really suitable for short term loans
repayments
Useful when looking to purchase a specific item
of medium to high value, e.g. a car or home
improvement

Hire purchase Spreads the cost of an expensive item over a period | Interest charges may be higher than other traditional
of time loans
Credit s secured against a specific item Ownership of the asset may legally be kept by the
Often allows a customer to afford something now seller until the final payment is made
that they could not otherwise afford, e.g.four years' | Agreements can be manipulated to make a purchase
interest free on furniture seem deceptively appealing

Mortgages Allows the customer to spread the cost of expensive | Interest payments, although sometimes fixed for
items over a long period of time, e.g, the purchase of | a short period of time, can vary - this seriously
ahouse s often spread over 25 years affects the borrower's ability to repay or meet other
Interest rates, depending upon the mortgage deal, | expenses
can sometimes be fixed or tracked against a standard | Failure to meet repayments may lead to a loss of a
rate of interest reducing the risk of fluctuations home and seriously affect an individual’ future credit

rating
Penalties may be applied to early repayment

Credit cards The credit card holder can pay above the minimum | Can encourage overspending, sometimes on
rate if they wish and hence speed up the rate of unnecessary purchases, and can lead to debt
repayment and reduce interest incurred problems
Can be used for items of multiple sizes and value, to a | Interest rates are often higher than on a personal loan
limit, without the need to secure against an asset
Provides some protection on purchases

Payday loans Help solve immediate short term cash flow problems | Interest rates are very high and the cumulative:

Relatively easy to secure

amount to be repaid can quickly spiral out of control





image10.png




image11.png




image12.tmp
Type of insurance

Advantages

Disadvantages

Car

Meets legal requirements
Protects self against theft or damage
Protects against damage caused to a third party

Premiums can be high depending upon assessed
level of risk, e.g. expensive for young drivers
Normally there is an excess that must be

paid, e.g. first £500 of all damages is still the
responsibility of the car owner

Home and contents

Protects against damage which may otherwise
be too expensive to repair resulting in the loss of
ahome

Contents are protected both when inside the
house and outside

Premiums are an additional expense to home
ownership

Some items cannot be replaced due to a value
beyond the financial worth, e.g. a painting or
inherited piece of jewellery

Life assurance and insurance

Provides peace of mind to family following the
bereavement of a homeowner

If the policy holder does not die within the
period of life insurance no payment is made
(could be seen as an advantage!)

Travel Provides protection for personal belongings The person suffering the loss is likely to have to
when away from home pay upfront to replace items or cover medical
Covers medical costs when on holiday costs and then reclaim later
Protects against cancellation and sometimes An additional cost when travelling abroad
delays

Pet Avoids expensive vet fees An additional monthly expense to protect
If vet fees are too high, there may be no against the unexpected
alternative to having the pet put down -
insurance can avoid this

Health Some compensation is provided when ill which  Paying for something that you hope you will not

can reduce the financial burden and stress
allowing the patient to concentrate on recovery
rather than financial worries

If used to fund private care, this often results in
quicker treatment and better facilities

use
Premiums can be expensive depending upon the
degree of cover required

Will not cover pre-known conditions
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Type of saving
and investment

Individual savings
accounts (ISAs)

Advantages

Tax is not charged on interest earned allowing the saver to keep
all of the rewards for saving

Interest rates are sometimes slightly higher than in alternative
savings accounts

Disadvantages

Notice is often required to make withdrawals and
according to the agreement there may be a limit
set on the number of withdrawals made

If the saver makes more withdrawals than set out
in the agreement then the penalty may cancel
out the tax savings

There is a limit set on the annual amount that can
be placed in an ISA

Deposit and
savings accounts

Premium bonds

Interest is earned on positive balances

Accounts sometimes require regular deposits of a set amount
forcing the saver to follow a savings plan

Chance of winning substantially more than could be earned in
interest

Can be easily withdrawn with no loss or penalty

Interest earned is taxed

The percentage rate of interest paid on savings

is likely to be lower than interest to be paid on
borrowing, therefore the benefits of savings are
lost if the customer is borrowing at the same time

No guaranteed return on investment
Maximum amount reviewed annually by the
government

The amount invested, assuming zero or low
returns, loses value due to inflation

Bonds and gilts

Shares

Regular fixed returns
Spreads risk across a range of markets

Share prices fluctuate offering a potential high reward
Shareholders' returns can include dividend payments and an
increase in share value

As part owners in a business there may be additional benefits
including discounts and special offers

For some investors share ownership is more than just a way of
saving - it is a pastime and creates interest

Risk of losing some or all of the value of the
investment if the bond or guilt value falls
Interest payments may not be received if the
issuer is unable to make payments

Share prices fluctuate offering a potential high
risk

There is no guarantee of any reward or return as
all of an investment can be lost
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Pensions

Encourages individuals to save throughout their working life for
retirement

Depending upon the policy, an individual’s savings may be
boosted by an employer’s contributions increasing the final
value of the saving

Regular payments are deducted, sometimes at source, meaning
the individual is tied into making the regular contributions

Movement between jobs may mean that one
policy stops and another starts, thus reducing the
overall cumulative value of the savings

Final outcome is difficult to predict

If compulsory payments are deducted this may
affect short-term living standards
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Typeofcurrent  Advantages Disadvantages
account
Standard No charges on credit balances Potentially high charges on the
Offers the holder a wide range of  use of an overdraft facility
facilities including a cheque book,  Standard features only, ie. no
debit/cash card and possibly an additional perks
overdraft facility
Convenient for receiving regular
payments, e.g. wages and making
regular withdrawals
Packaged, No charges on credit balances Additional monthly charge is
premium Offers the holder a wide range of  frequently applied
facilities including a cheque book,  The package offered may not
debit/cash card and possiblyan  offer value for money or meet the
overdraft facility needs of the individual account
Convenient for receiving regular  holder
payments, e.g. wages and making
regular withdrawals
Offers the holder additional perks
ata packaged price cheaper
than acquiring them individually
(standard additional features
include things such as holiday/travel
insurance, break down cover and
phone protection)
Basic Available to customers with alow  Limited facilities, e.g. no debit card
credit rating or overdraft facility
Offers an easy first step for
individuals to gain access to basic
banking facilities, i.e. the ability to
pay in and withdraw cash
Student Course fees and student loans can  Overdraft facilities could

be easily handled

Bonuses offered are designed to
meet the needs of learers, e.g.
discounts on travel or small lump
sum cash payment

encourage overspending
Charges for overspending are high
Limited facilities
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Revenue income

As you have already seen, capital income is the money invested in the business to set
it up or later buy additional assets; it is a long-term investment. Revenue income is

the money that comes into the business from performing its day-to-day function -
selling goods or providing a service. The nature of the revenue income depends on the

activities that the business does to bring in money.

Sales

Sales, or sales turnover, is money coming in from the sales of goods or services. For
example, a jeans shop has money coming in each time a customer buys a pair of jeans,
or a hairdresser receives money each time a customer has a haircut. Sales turnover is
therefore determined by the prices charged and the number of customers.

Sales can be either: cash sales (the customer pays there and then) or credit sales (the
customer buys then but pays at a later date).

The significance of the difference between cash and credit sales will become clear later
on when you learn about cash flow.

Rent received

A business that owns property and charges others for use of all or part of that property
will receive rent as their main source of income. If a business owns a house and

rents out three rooms, then it will receive rent from each of these renters. Similarly, a
business may own land or offices which it rents out to other businesses.
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Commission received

A business may sell products or services as an agent of another business. They sell
another business’s products on their behalf and, for each sale they make, they get paid
a percentage on that sale. This percentage is called commission.
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If, for example, you were to buy tickets for a concert from www.ticketmaster.co.uk,
then Ticketmaster would receive a percentage payment for that ticket from whichever
company was hosting the concert.

Interest received

Interest received is money earned on savings or lending. If, for example, a business
has a positive bank balance it will receive interest on this. This acts as revenue coming
into the business. Equally a business may lend money to another person or business.
Interest will be charged to the lender and the business lending the money will receive
interest as a form of revenue.

Discount received

Discount received is when a business is given a percentage off a sale, normally in
return for quick payment or a bulk order. This reduces the costs to the business.
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Capital income

Capital income is the money invested by the owners or other investors that is used to
set up a business or buy additional equipment. It tends to be used to buy things that
will stay in the business for a medium-to-long period of time - for example, premises,
vehicles or equipment. These are called fixed assets. When setting up a business,
capital income might also be used to buy opening stock, but, as the business develops,
stock should be paid for by sales income. The sources of capital income available to
business owners are influenced by the type of business.

Loans

A loan is an amount of money lent to the business or business owner(s) from a bank
or other financial institution. It is a lump sum that then has to be paid back at a set
amount per month over the period of the loan, often five years, although longer-term
loans can be agreed. As well as the repayment of the loan, there will be a monthly
interest repayment. This is the amount of money the bank is charging for the loan as a
percentage of the amount borrowed. The interest rate can be fixed or it may vary with
changes in the economy. It is the interest payable on top of the loan that makes a loan
a relatively expensive source of capital income. Monthly payments have to be made
even if the business is not making a profit.
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Banks are not guaranteed to lend money to a business, so the business would have to
justify how the money borrowed would be spent and, more importantly, how they can
afford to repay it. Often bank loans have to be secured against an asset (for example,
the entrepreneur’s home or the company’s vehicles) to convince the bank that the risk
being taken is not too great. This means that if the business fails to meet payments, the
bank can claim the asset.

Mortgages

A mortgage is similar to a bank loan, but it tends to be for a larger sum of money and
over a longer period of time (typically 25 years). Mortgages are always secured on

an asset, normally a property. Individuals will take out a mortgage to buy a house.
Businesses might take out a mortgage to buy their premises - for example, a factory,
retail store or warehouse.

Shares

A business becomes a company when it is registered with Companies House and
issues shares to its shareholders. The shareholders are the owners of the business and
all contribute towards the capital income. Shareholders normally receive a voting right
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and the more shares they own, the greater their ability to influence decision making.
Shareholders are rewarded for their investment by the payment of a dividend; this is a
share of the profits.

Owner’s capital

Owner’s capital is money invested in a business from the owner’s personal savings. A
sole trader is a person who owns a business on their own; they therefore have to find
all of the capital income from their own sources or personal loans. Sole traders often
invest their personal savings into the business or borrow from the bank using their
personal assets, such as their house, to secure the loan. This investment is a big risk for
a sole trader, as they are ultimately responsible for the debts of the business. Being a
sole trader can also limit the amount of money available and can therefore restrict the
size of the business. However, if successful, the sole trader can keep all of the profits
for themselves.

A partnership is when two or more people join together to set up a business as
partners. Each partner would be expected to contribute towards the capital income,
so increasing the potential amount of money available. Partners also share decision
making and the profit. In most partnerships, any loans taken out are still secured by
the partners’ own assets, so this is still quite a high-risk option.

Debentures

Debentures are medium- to long-term sources of capital income. Large companies
often use them to secure income. Interest is payable, normally at a fixed rate, and the
debenture is repaid as a lump sum, normally on a pre-agreed date. Debentures can be
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Provider

Advantages

Disadvantages

Citizens Advice

Independent financial advisor (IFA)

Free service

Offers face to face as well as online and
telephone advice

Wide range of areas covered

Advice is offered by professionals in the field

Services offered are regulated by the FCA and
FOS

Advisers will take time to understand an
individuals full financial situation

Trained volunteers are not necessarily
professionals in financial issues and therefore
knowledge may be limited

Services will be charged for

Advice offered is not guaranteed to be 100%
up to date or unbiased

Price comparison websites

Easy to access 24/7
Free service

Not guaranteed to be 100% up to date,
accurate or unbiased

Do not always cover all of the available options
Potential for bias

Money advice service

Government-funded therefore advice is free
and impartial
Covers a wide range of financial matters

Advice is only available online or over the
telephone - no physical presence

(Can take time to find and understand the exact
advice that is being searched for

Advice can be generic rather than personal

Debt counsellors

Advice i offered by a professional who
specialises in debt management

Services offered are regulated by the FCA
and FOS

Services will be charged for
Advice will focus just on debt management
rather than the whole package of financial
concerns

Individual Voluntary Arrangements
(IVAS) bankruptcy

Helps manage debt repayment with regular
payments making budgeting easier
Independent advice, without bias

Set up and handling fees are charged for the
service
Will affect future credit ratings
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Consumer protection in relation to personal finance

There are laws and organisations responsible for protecting the rights of consumers.
In relation to personal finance, they are there to help ensure that the consumer is not
treated unfairly or exploited. The following organisations and laws are concerned with
protecting consumer rights.

» Financial Conduct Authority (FCA)

* The FCA is an independent organisation with a remit to regulate the actions of
providers of financial services.

 Itis funded by membership fees charged to financial service providers.

¢ The organisation’s work focuses on three key areas:
* authorisation - permitting financial service providers to trade
* supervision - ensuring procedures and practices are in the interest of the

consumer

* enforcement - using powers to ensure standards are maintained.

» Financial Ombudsmen Service (FOS)
* The FOS is an organisation appointed by the government to represent the
interests of the consumer in disputes with financial service providers.
e Itis funded by compulsory fees charged to all regulated financial institutions plus
additional fees when actions are taken against an institution.
* The FOS becomes involved in disputes only if they cannot be satisfactorily sorted
between the consumer and the financial institution prior to involving the FOS.
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» Financial Services Compensation Scheme (FSCS)

* The FSCS is the organisation in the UK that will pay compensation to a consumer
of financial services if the service provider is unable to.

* The FSCS, for example, protects all savers in banks and building societies up to
£5,000, i.e. if the financial institution goes bankrupt the savings will be refunded
by the FSCS.

» Office of Fair Trading (OFT)

* The OFT is a government organisation that was established to regulate all

markets, including financial markets.

* The OFT's aim was to encourage fair practices and healthy competition between
financial institutions.

* Since 2014 responsibility for financial institutions has been passed to the FCA.
» Legislation: consumer credit
¢ These are laws passed by the UK government to enforce the regulation of any
firm offering credit to consumers.
* Any firm offering credit, for example leasing, hire purchase agreements or credit
cards, must be registered with the FCA.
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Type of organisation

Advantages

Disadvantages

Bank of England Responsible for protecting the financial stability of | Not a bank for members of the general public
the economy as a whole Can raise interest rates making borrowing more
Sets interest rates at a level designed to help expensive
achieve a stable economy
Lends to banks

Banks Offer a range of services and account types Savings are only protected up to the value of

Provide a secure place to store money

Pay interest on credit balances on most types of
accounts

£75,000, so if a bank goes bankrupt savings above
this would be lost

Profit-making organisations owned by
shareholders, therefore costs to individuals may be
higher than necessary in order to fulfil shareholder
objectives

Building societies

Offer a range of services and account types
Provide a secure place to store money

Pay interest on credit balances on most types of
accounts

Owned by members and therefore costs can be
kept down allowing for higher interest payments

Savings are only protected up to the value of
£75,000, so if a building society goes bankrupt
savings above this would be lost

May lack the business drive of a commercial bank

Credit unions

Offer a range of services and account types
Provide a secure place to store money

‘Owned by members and therefore costs can be
kept down allowing for higher interest payments
Often offer additional benefits to the community
oragood cause

Savings are only protected up to the value of
£75,000, 50 if a credit union goes bankrupt savings
above this would be lost

May lack the business drive of a commercial bank
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National Savings and
Investment

Government-backed, therefore offering security on
100% of savings with no upper limit

Offers additional services/methods of savings, e.g.
premium bonds

Rates are variable

Not as easy to access due to lack of a high street
presence

Often required to give notice on withdrawals

Insurance companies

Protect against unexpected losses or financial
expenses

Easy and regular monthly payments make planning
easy

Wide range of services and levels of cover to suit
the needs of individuals

Premiums are assessed on the estimated degree of
risk which may be seen to penalise some members
or groups of society too harshly

Profit-making organisations, therefore premiums
will be charged to ensure shareholder needs are
met

Pension companies

Pawnbrokers

Provides a structure to help plan for financial
security after retirement

Deductions can be taken directly from pay and
be fully or partially matched by an employer's
contribution

Experts are employed to make investment
decisions

A quick way of acquiring cash needed for a short
period of time

The asset can be brought back within a set period
of time

Interest is not charged

Poor investment decisions by the pension company
may result in a disappointing return

Money already invested in a pension cannot be
released prior to the dates agreed in the policy

The amount given for the asset is often
substantially lower than its actual worth

If the money is not repaid within the agreed period,
the asset will be sold on

Payday loans

A quick way of acquiring cash needed for a short
period of time

Interest charges are likely to be very high
Often results in paying back a final sum
substantially higher than the initial amount
borrowed
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Methods of interacting with customers include:
» branch:

* physical places where the customer will visit to carry out transactions which can
be face to face, for example over the counter transactions or using computerised
facilities, such as automatic teller machines (ATM)

« offer additional facilities and services such as advice.

» online banking:
* the use of the internet to carry out banking transactions.

» telephone banking:
* when transactions are carried out over the telephone.

» mobile banking:
* the use of mobile devices such as mobile phones and tablets to conduct financial
transactions.

» postal banking:
 the use of the postal service to carry out paper-based financial transactions.




image30.tmp
Method

Advantages

Disadvantages

Branch

Online banking

Telephone banking

Mobile banking

Opportunity to build a relationship developing trust
and brand loyalty

Transactions can be conducted there and then
Additional services such as advice can be offered
Gives the customer a high level of confidence

Available 24/7
High degree of privacy
Convenient

Convenient, especially to access basic functions such as
checking a balance
No additional charges

Convenient
Available 24/7
No additional charges

Need to travel to a branch which islikely to incur travel
costs, e, parking or fares for public transport

Restricted to bank opening hours

May be long queues plus travel time, making the
process time consuming

Takes time at the beginning to set up or apply for
Not suitable for cash withdrawals

Increased risk due to cyber crime

If just an online account, the facilities may be limited

Full access may be limited to set hours

Call centres and automated telephone systems can
frustrate customers

Higher risk of fraud and identity theft

May need to download specific apps to access mobile
banking for a particular bank

Higher security risk due to increased risk of loss or theft
of mobile devices

Can be prone to hackers sending texts asking for bank
details

Postal banking

Traditional method that many customers will feel
comfortable with

Does not require any additional technology or devices

Can be slow due to the postal system
Post can get lost
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Revenue expenditure

Revenue expenditure is spending on items on a day-to-day or regular basis. These are
the expenses incurred by a business that are shown on the profit and loss account (also
known as a statement of comprehensive income). The types of costs incurred vary
from business to business.

Inventory

Most businesses providing a good or service will require some sort of inventory,
whether it is raw materials, finished goods to sell on or supplies to provide the service
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- for example, shampoo and conditioner for a hairdresser. When a business is first set
up, it is likely to have to buy inventory with cash as it will not have built a reputation
as being trustworthy and able to pay. As a business becomes more established, it may
be able to buy inventory on credit (such as receiving the inventory and paying 30 days
later). Bigger and more established businesses may also be able to drive the cost of
inventory down as they will buy in larger quantities. There are other costs related to
inventory, such as insurance and storage costs.

Rent

This is the cost of using premises not owned by the business. These are regular
payments, usually monthly, for the use of premises.

Rates

In the same way as private residents pay council tax to the local authority, businesses
pay non-domestic rates. This is a sum of money paid to the local council to go towards
services such as street lights and refuse collection. This is not a set amount, but is
calculated by the council based on the size and location of the premises and the
nature of the business.

Heating and lighting

This covers payments for services such as gas and electricity. The business will receive
regular bills, often quarterly (every three months) for the provision and use of these
services.
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Water

This involves payment for the supply of water to premises and use of water. This can be
a fixed rate or based upon usage if a water meter is fitted.

Insurance

A business is legally required to take out a number of types of insurance to protect
itself from the possibility of serious losses. These include:

» buildings insurance - to protect the physical building from damage that may be
caused by events such as fire

» contents insurance - to protect what is inside the building in terms of machinery,
fixtures and fittings and stock from damage that may be caused by events such as
flooding

» public liability insurance - to protect people within the building who may be
harmed or injured from an event such as an accident

» employers' liability insurance - this means that if the employee is injured at work,
the business is protected against any claims for compensation or any legal costs
incurred.

Administration

Administration refers to the paperwork that goes on within a business either internally
between employees or externally with suppliers and customers. Administrative costs
include items such as postage, printing and stationery, which might include items such
as business cards, headed paper and order books.
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Capital expenditure

Non-current assets

Non-current assets are items owned by a business that will remain in the business for
a reasonable period of time. These are shown on a business’s statement of financial
position (or balance sheet) and include land and premises, machinery and equipment,
vehicles, and fixtures and fittings. These are sometimes referred to as ‘tangible assets’
because they can be touched.

Most fixed assets lose value over time and for this reason they are depreciated. This
means that each year their value on the balance sheet is reduced in order to give a fair
value of the asset.

Intangibles

An intangible asset is something owned by the business that cannot be touched

but adds value to the business. Here are four common intangibles that exist within

businesses.

» Goodwill - when you buy an existing business, its name and reputation will already
be known, and it may already have an established customer base or set of clients.
This increases the value of the business and therefore increases the selling price of
the business. A sum of money is added to the value of the business to reflect the
value of this goodwill. However, goodwill is difficult to place a figure on - how much
would you pay for a recognised brand business name?
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» Patents - a patent is the legal protection of an invention, such as a unique feature
of a product or a new process. An entrepreneur or business may patent their
idea to stop others from copying the idea. Having a patent allows the business to
exploit this in the future by launching an innovative product at a premium (more
expensive) selling price. The patent itself must, therefore, be worth something, but
again it is difficult to know exactly how much value to place on it.

» Trademarks - a trademark is a symbol, logo, brand name, words or even colour that
sets apart one business’s goods or services from those of its competitors. Trademarks
can be a key influence on consumer choice and build a strong brand loyalty. A
trademark, therefore, is of value to a business and consequently recorded as an
intangible asset.

» Brand name - a feature of a business that is recognised by customers and
distinguishes the business from competitors. Customers will link the brand name
to expectations based on previous experiences with the brand. It is sometimes said
that a brand name is a promise of what to expect.
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Bank of England
* This is the UK's central bank with responsibility for maintaining a healthy level of
financial stability for the UK as a whole.

¢ Responsibilities include issuing legal tender, setting interest rates and controlling
the national debt.

Banks

¢ Abank is an organisation that handles financial transactions and stores money on
behalf of its customers.

 Services offered will include holding deposits, making payments when instructed
to do so and supplying credit.

Building societies

* These are organisations that handle financial transactions and store money on
behalf of their members.

¢ The members, or account holders, are part owners of the building society and
have a right to vote and receive information on the running of the society.

* Unlike banks they do not have shareholders on a stock exchange which allows
costs to be kept down.

Credit unions
¢ These are not-for-profit organisations that handle financial transactions and store
money on behalf of their members.

¢ Often there is a responsibility or desire to support a community made up of its
members.
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National Savings and Investments
¢ This is a government-backed organisation that offers a secure saving option.
* |t offers a range of options including ISAs, premium bonds and gilts and bonds.

Insurance companies
* These are businesses that protect against the risk of loss in return for a premium.
* They are profit-making organisations.

Pension companies

* These are businesses that sell policies to individuals, either privately or through
employers, to allow them to save now to fund retirement in the future.

* Pension companies normally invest the money paid to them in contributions in
order to increase its value. However this is not risk free.

Pawnbrokers

* These are businesses or individuals who loan money against the security of a
personal asset, for example an item of jewellery or piece of electronic equipment.

* If the item is not bought back from the pawnbroker within a specified period of
time then it will be sold on.

Payday loans

¢ These are organisations that offer a short-term source of finance used to bridge
the gap between now and next receiving a wage; they are normally only available
for relatively small amounts at very high rates.

e They may be suitable in an emergency to meet cash shortages.
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Purpose of accounting

Accounting involves the recording of financial transactions, planned or actual, and
the use of these figures to produce financial information. In this first section, you will
look at a number of reasons why accounting is important to business success.

Record transactions

Keeping business records accurate and up to date is important for the smooth running
of a business. The business owner or a bookkeeper must record all of the money
coming into the business (from sales) and all of the money going out, such as expenses.
If a business fails to do this it may find itself not chasing payments, forgetting to pay
bills or, even more seriously, in trouble with HM Revenue & Customs (HMRC). If

the business does not record its transactions correctly, it cannot report its financial
performance accurately and therefore tax payments may be wrong.

Management of the business

A manager is responsible for the planning, monitoring and controlling of the resources
for which they are responsible. A manager who clearly understands the business's
accounts will be better able to make informed decisions and plan for the future.
Management of a business involves careful coordination of resources including staff,
materials, stock and money. The manager must ensure there are sufficient funds to
pay wages, order new stock, pay bills and meet other demands for cash outflows by
balancing this with the money coming in from sales.

Compliance

Financial reporting is governed by laws and regulations. This is to ensure that any
financial records give a fair and accurate picture of the business. It is important that
businesses comply with these laws and regulations in order to ensure that investors
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and other stakeholders are not misinformed. Compliance will also help protect against
fraud. Fraud is when company monies are used inappropriately or acquired by the
wrong person for personal gain.
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Measuring performance

Without financial records it would be impossible to know if the business was making
a profit or a loss, or whether or not the business was owed money or was in debt to
others.

Throughout this unit, you will consider how a business can measure its financial

performance and what actions it can take to improve its performance. Key indicators

of financial performance include:

» gross profit - this is the amount of profit left after the cost of producing the good
or service is deducted from the amount of sales revenue

» net profit - this is the smaller amount of profit made after all other expenses are
deducted from the gross profit

» value owed to the business - this is the amount of money owed to the business
from sales that have not yet been paid for

» value owed by the business - this is the amount of money the business owes to
others for goods or services purchased but not yet paid for.
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Control

Accounting will control the flow of money into and out of the business by maintaining
accurate records and monitoring performance. This should mean that any unusual
activity is spotted, helping to prevent fraud. It will also, therefore, track the amount of
money the business is owed, trade receivables, from the sale of goods and the amount
the business owes, trade payables. This will help ensure that the business can meet

its day-to-day expenses. If trade receivables and payables are not carefully controlled,
there is a danger that the business may not be able to survive. This will also involve credit
control which aims to ensure that all money owed to the business is paid on time.
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Life stage
Childhood

Financial needs

* Limited needs

 Mainly reliant on parents

* May want to buy sweets or toys

Implications
Money received from presents may be spent as attitude will
be that this is to buy things you want

May be encouraged to save or parents or grandparents
may set up a savings account for you into which they make
regular payments

May rely on pocket money

Adolescence

Young adult

(This is a very big stage
which can encompass a
wide range of different
scenarios depending
upon life choices)

* Want to be more independent

o Slightly less reliant on parents as want to
socialise away from family

* University or starting a career
* Looking to be more independent

* Buyinga car and buying or renting a flat or
house

« Looking to settle down and maybe get
married or start a family

May look for a part-time job

Still partially reliant on pocket money

More likely to receive cash as gifts and may be willing to
save up smaller amounts in order to make bigger purchases
May take a student loan if going to university

Borrow money to pay for a car or purchase one on a
finance deal

May be looking at taking out a mortgage
Need to earn money to support self and others
Eligible for credit and debit cards

Middle age * Support family Savings accounts for specific purposes
* Start saving for children's futures, e.g. Paying a mortgage
university, weddings, etc. Planning for own future through pensions and retirement
* Look to improve own lifestyle, e.g. new car or  plans
move house Likely to be the stage of life when income peaks but
* Enjoy having access to additional money to  matched with high expenditure
spend on luxuries such as foreign holidays
Old age « Fewer dependents Mortgage payments stop or become lower

* May downsize, e.g. move from family home
to a smaller retirement home

* Fewer financial needs for assets but may be
higher for services such as health care

Less income as reliant on a pension rather than a salary





