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Activity 2: Exam-style questions mark scheme
1. [bookmark: _heading=h.bzbwgg54rgjf]State ONE advantage of operating as a sole trader. (1 mark)
Mark scheme (any one from):
· The owner keeps all the profits after tax.
· The owner has full control over business decisions.
· The business is simple to set up.
· There are fewer legal and administrative requirements.
· Low start-up costs.
· Decisions can be made quickly.
· Flexibility in working.
· Ease of managing.
· Building relationships with customers.
Marking guidance
Award 1 mark for correctly stating one advantage. Accept any other valid response.
Do not credit neutral descriptions (e.g. ‘one person runs the business’) unless an advantage is implied.
2. State ONE key performance indicator (KPI) a land-based business could use. (1 mark)
Mark scheme (any one from):
Financial KPIs
· Profit
· Net profit
· Gross profit
· Profit margin
· Cashflow
· Cost of production
Operational KPIs
· Productivity
· Output per employee
· Efficiency
· Machinery downtime
· Yield (e.g. crop yield)
Customer/Market KPIs
· Customer satisfaction
· Repeat business
· Number of contracts secured
· Sales growth
· Market share

Workforce KPIs
· Staff turnover
· Absenteeism
· Labour efficiency
· Staff morale
Marking guidance
Award 1 mark for correctly stating one KPI. Accept any other valid response.
Accept sector-specific KPIs (e.g. yield, stock growth rate) if clearly measurable.
Do not credit vague statements (e.g. “doing well”, “success”).
3. State ONE purpose of financial record keeping. (1 mark)
Mark scheme (any one from):
Core purposes
· To monitor profit and loss
· To manage cashflow
· To keep accurate accounts
To record business transactions
Financial management
· To support budgeting
· To control costs
· To plan future spending
· To identify financial problems
Legal and compliance
· To meet legal or tax requirements
· To support tax returns
· To provide evidence for audits
Decision-making and performance
· To support financial decision making
· To assess business performance
· To measure financial success
Marking guidance
Award 1 mark for correctly stating one purpose. Accept any other valid response.
Do not require explanation or context.
Accept equivalent wording (e.g. keep track of money in and out).
Do not credit vague responses (e.g. “to make profit”, “for finance”, “to know stuff”)


4. A grounds maintenance company monitors its performance across multiple contracts. Explain ONE measure the business could use to determine success. (3 marks)
Example answers:
Measure: Customer satisfaction/contract retention (1)
Basic explanation: Satisfied clients are more likely to keep contracts. (1)
Developed explanation: This shows success because contract renewals provide stable income and reduce the cost of winning new work. (1)

Measure: Productivity/efficiency (1)
Basic explanation: Productivity measures how efficiently work is completed. (1)
Developed explanation: Higher productivity allows more contracts to be completed on time, improving profitability and client satisfaction. (1)

Measure: Profit/profit margin (1)
Basic explanation: Profit margin shows how much money is made from each contract. (1)
Developed explanation: A higher profit margin indicates the business is controlling costs and pricing work effectively, showing successful performance. (1)

Measure: Revenue/income (1)
Basic explanation: Revenue shows how much money the business earns. (1)
Developed explanation: Increasing revenue across contracts indicates growing demand and business success. (1)

Measure: Quality of work/rework rate (1)
Basic explanation: Quality can be measured by the number of complaints or rework jobs. (1)
Developed explanation: Fewer complaints show the business is meeting contract standards, leading to repeat work and a strong reputation. (1)
Marking guidance
Award 1 mark for identifying a valid measure, award 1 further mark for a basic explanation and award 1 further mark for a developed explanation linked to success to a maximum of 3 marks.
Do not credit repetition (e.g. “profit” and “income”) unless clearly distinct.


5. A livestock enterprise is considering diversifying into farm retail. Explain how ONE enterprise skill could support this decision. (3 marks)
Example answers:
Enterprise skill: Market research/market analysis (1)
Basic explanation: Market research helps identify customer demand for farm products. (1)
Developed explanation: This supports the decision by reducing the risk of investing in a farm shop if there is limited demand. (1)

Enterprise skill: Decision making (1)
Basic explanation: Decision making helps the business choose whether to diversify. (1)
Developed explanation: Good decision making allows the enterprise to weigh up costs, potential income and risks before committing to farm retail. (1)

Enterprise skill: Risk taking (1)
Basic explanation: Diversification involves financial risk. (1)
Developed explanation: Risk-taking skills help the business assess whether the potential rewards of farm retail outweigh the risks of investment. (1)

Enterprise skill: Planning (1)
Basic explanation: Planning helps organise resources and timescales. (1)
Developed explanation: Effective planning supports the setup of retail facilities, staffing and stock management, increasing the chance of success. (1)

Enterprise skill: Innovation (1)
Basic explanation: Innovation helps create new ways to sell farm products. (1)
Developed explanation: This can help the enterprise offer unique products or experiences, making the farm shop more competitive. (1)
Marking guidance
Award 1 mark for identifying a relevant enterprise skill, award 1 further mark for a basic explanation and award 1 further mark for a developed explanation linked to the diversification decision to a maximum of 3 marks. Accept any other valid response.
Equivalent phrasing should be accepted if the meaning is clear (e.g., “Weighing up options” – decision making).


6. A rural tourism business reviews its financial performance annually.
Explain the difference between gross profit and net profit. (3 marks)
Example answers:
Gross profit
· Gross profit is the income left after direct costs, such as cleaning, food or utilities directly linked to guests, are deducted. (1) 
· Gross profit shows how much money is made from selling services before overheads are taken away. (1)
· It is income before all other expenses are deducted. (1)
Net profit
· Net profit is what remains after all other costs, such as wages, marketing, insurance and maintenance, are deducted. (1) 
· Net profit shows how much money the business actually keeps after all expenses are paid. (1)
· It is overall income after expenses are deducted. (1)
Difference
· The difference is that net profit includes all business costs, while gross profit only considers direct operating costs. (1)
· Net profit is therefore lower than gross profit because it includes overheads and fixed costs. (1)
Marking guidance
Award 1 mark for correctly defining gross profit, award 1 mark for correctly defining net profit and award 1 mark for a basic explanation of the difference to a maximum of 3 marks. Accept any other valid response.
Equivalent phrasing should be accepted if the meaning is clear (e.g., “Final profit after everything is paid” – net profit).
7. A horticulture nursery is planning a seasonal expansion of glasshouse production. Explain how project management principles could be used to ensure the expansion is completed successfully. (6 marks)
Example answers:
Planning and scheduling (1)
Planning allows the business to set clear timescales for the expansion. (1)
This ensures construction and installation are completed before the growing season begins, avoiding production delays. (1)

Using SMART targets to plan realistic goals for a project (1)
Budgeting/cost control (1)
Budgeting helps control spending on materials, labour and equipment. (1)
This prevents overspending and ensures the expansion remains financially viable. (1)

Resource management (1)
Resource management ensures the right staff, materials and equipment are available when needed. (1)
This reduces delays and helps the expansion progress efficiently. (1)

Risk management (1)
Risk management identifies potential problems such as weather delays or supply issues. (1)
Planning for these risks reduces disruption and helps ensure the project is completed on time. (1)

Monitoring and review (1)
Monitoring progress helps check whether the project is on schedule and within 
budget. (1)
This allows corrective action to be taken if delays or overspending occur. (1)
Using KPIs to monitor success (1) 
This gives the business trackable success measures to compare against. (1)

Communication (1)
Clear communication ensures everyone understands their roles and deadlines. (1)
This reduces mistakes and helps the expansion run smoothly. (1)
Marking guidance
Award a maximum of 6 marks for two relevant principles fully explained.
Award 1 mark for identifying a relevant principle, award 1 further mark for a basic explanation and award 1 further mark for a developed explanation to a maximum of 3 marks. Accept any other valid response.
8. A mixed farming business (arable and livestock) operates as a sole trader. Input costs have increased, and the owner is considering expanding production by investing in new machinery and employing additional staff.
Analyse how the choice of business structure and financial performance measures could affect decision-making for this business and justify which factors should be prioritised. (12 marks)
Mark scheme
AO2: 4 marks (application)
AO3a: 4 marks (analysis)
AO3b: 4 marks (evaluation/justification)
	Band
	Marks
	Descriptor

	4
	10–12
	Demonstrates comprehensive application of business structure and financial measures. Detailed analysis of impacts on decision-making and well-justified priorities.

	3
	7–9
	Demonstrates thorough application of knowledge and understanding to the scenario. Some comparison of financial measures, with justification present but not fully developed.

	2
	4–6
	Demonstrates general application of knowledge and understanding with limited analysis. Financial measures described more than analysed and weak justification.

	1
	1–3
	Demonstrates basic knowledge with little or no application to the scenario and no clear prioritisation.

	0
	0
	No relevant response


Business structure 
Application points
· Sole trader allows full control over decisions.
· Decisions can be made quickly without consultation.
· Business is simple to manage and has fewer legal requirements.
· Business owner keeps all profits.
Analytical points
· Unlimited liability increases personal financial risk when borrowing or investing.
· Personal assets are at risk if expansion fails.
· Difficulty raising finance compared to limited companies or partnerships.
Financial performance measures
Measures
· Gross profit
· Net profit
· Cashflow
· Cost of production
· Profit margins
Analytical explanations
· Gross profit shows whether arable and livestock production remain viable despite rising input costs.
· Net profit shows whether the business can afford new machinery and staff after all expenses.
· Cashflow is critical because expansion requires upfront spending before returns are realised.
· Profit margins allow a business to identify how much extra production is needed to cover any additional costs of staff and machinery.  

Impact on decision-making 
Analysis
· Rising input costs reduce margins, increasing financial risk of expansion.
· Machinery investment may improve efficiency but requires significant capital.
· Employing staff increases fixed costs and long-term commitments.
· Poor cashflow could make expansion unsustainable even if profits look positive.
· Being a sole trader amplifies risk as any financial failure impacts owner, making decision making impacts more detrimental.
Justified prioritisation 
Priorities
· Cashflow stability (high priority)
· Financial sustainability
· Risk management
· Cost control
· Profitability of core production
Justifications
· Cashflow should be prioritised to ensure the business can meet wages and loan repayments.
· Poor cashflow could make expansion unprofitable even if profits appear positive.
· Financial sustainability should be prioritised to avoid personal financial loss due to unlimited liability.
· Cost control should be prioritised to protect margins during periods of high input prices.
· Machinery should be prioritised only if it lowers cost per unit or increases output enough to justify investment.
· Accept any other suitable justification.
Example answers:
Band 2
· The business is a sole trader, so the owner makes all the decisions. This means decisions can be made quickly. However, the owner has unlimited liability, which means they could lose personal money if the business fails. 
· Financial performance measures, such as profit, are important because they show how much money the business is making. Rising input costs will reduce profit, which could make expansion risky. 
· The business should prioritise profit so it can afford new machinery and staff.
Band 3
· As a sole trader, the owner has full control over the business and can make quick decisions about expansion. This can be useful when responding to increased costs. However, unlimited liability means the owner’s personal assets are at risk if the investment in machinery or staff does not increase income.
· Financial performance measures such as gross profit and net profit are important. Gross profit shows whether arable and livestock production is still viable after rising input costs. Net profit shows whether the business can afford additional wages and machinery repayments.
· Cashflow should be considered as expansion involves paying costs before receiving income. The business should prioritise cashflow and net profit to ensure expansion is affordable and sustainable.
Band 4
· Operating as a sole trader allows the owner full control over decision-making, which can be beneficial when responding quickly to rising input costs. However, unlimited liability means the owner’s personal assets are at risk if expansion decisions lead to financial losses. This increases the importance of careful financial planning before investing in machinery or employing staff.
· Financial performance measures play a key role in decision-making. Gross profit can be used to assess whether arable and livestock production remains viable despite increased feed, fuel and fertiliser costs. Net profit provides a clearer picture of overall sustainability once wages, machinery finance and overheads are considered. Cashflow is particularly important because machinery investment and staffing costs are incurred before additional income is generated.
· The business should prioritise cashflow management and financial sustainability. As a sole trader, the risk of personal financial loss is high, so ensuring the business can meet short-term commitments, such as wages and loan repayments, is essential. While expansion may improve efficiency, it should only proceed if financial performance measures show the business can absorb increased costs without threatening long-term viability.
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