ACHIEVED	Demonstrate understanding involves:
· using software to show receipts and payments in a cash flow forecast
· showing the effect of variation of an external factor on the cash flow forecast
· explaining the effect of variation of an external factor on the business.

The effect of the health and safety regulation fine of $50,000 in December causes the bank (closing) on January for Dewald’s business to decrease from $57500 OD to $107500OD. This large increase in overdraft (OD) in January is not sufficient for Dewald’s business, as it will not allow him to pay for bills and other expenses. If Dewald does not pay his bills and expenses, for example, he stops paying his electricity bill then the electricity company will not provide the service. Without electricity, Dewald’s business will not be able to run. This causes the business to close down. 


MERIT 	Demonstrate in-depth understanding involves:
· showing the response(s) of the business to the external factor on the cash flow forecast
· explaining the possible response(s) of the business to the variation in the external factor.
	
The possible responses of the Goat Farm to this unexpected fine of $50,000 is to:
· cut back on the drawings from $20,000 to $10,000 for the months of July to October and, 
· Dewald could extend the payment for the $60,000 vat across 10 months instead of 2 months to increase his ability to pay the cash outflow of $50,000 fine.
The combined effect of reducing the drawings by $10,000 for four months and spreading the cost of the $60,000 vat across 10 months instead of 2 months reduces the overdrawn closing bank balance from $107,500 to $25,500. This overdraft will have to be pre-arranged with the bank to cover the cash shortage for January. However, with the increasing cheese sales, Dewald could have a positive bank balance in the following months from January.
Reducing drawings by $10,000 has the advantage of reducing the interest/administration costs that are incurred when setting up a large bank overdraft for a period of time longer than a month. 
Extending the payment terms for the vat has the advantage of reducing the net cash flow and as Cheese Sales are just starting to take off this will give the business time to build up those sales to pay for the equipment required to produce those sales.



EXCELLENCE  Demonstrate comprehensive understanding involves justifying the response(s) of the business to the variation in the external factor.

The possible responses of the Goat Farm to this unexpected fine of $50,000 is to:
· cut back on the drawings from $20,000 to $10,000 for the months of July to October and, 
· Dewald could extend the payment for the $60,000 vat across 10 months instead of 2 months to increase his ability to pay the cash outflow of $50,000 fine .
The combined effect of reducing the drawings by $10,000 for four months and spreading the cost of the $60,000 vat across 10 months instead of 2 months reduces the overdrawn closing bank balance from $107,500 to $25,500. This overdraft will have to be pre-arranged with the bank to cover the cash shortage for January. However, with the increasing cheese sales Dewald could have a positive bank balance in the following months from January.
Reducing drawings by $10,000 has the advantage of reducing the interest/administration costs that are incurred when setting up a large bank overdraft for a period of time longer than a month. 
Extending the payment terms for the vat has the advantage of reducing the net cash flow and as cheese sales are just starting to take off this will give the business time to build up those sales to pay for the equipment required to produce those sales.
The disadvantages of reducing the drawings is that Dewald will not have enough to meet his personal living expenses and he may have to work additional hours to make up the shortfall by working at another farm, or place of work. The goat farm could run the risk of losing sales  because Dewald is not working the same hours as before, taking his eye off the ball. This is not an ideal situation, as he really needs to be working hard in his own business to ensure that he is able to pay his expenses. Working extra hours or an extra job may mean he is in the fear of ‘burn out’.  His business is in demand of his full-time attention, even off-hours, so the more time he can spend selling the cheese, the better in the long term for the business.
The disadvantages of extending the payment terms is that Dewald will be paying the vat off for a longer period of time, which means that this may cut into his ability to increase the advertising to get the cheese into more places.  It also means that he is less likely to get any other loans or mortgages from the bank, as he needs to be able to pay off what he already owes.  They are less likely to provide any other money if they see Dewald as a risk, or that he takes risks.
 The most appropriate response by the goat farm is to reduce the drawings and extend the payment time frame for the vat. This is because if the goat farm make cuts to the other possible cash outflows, that is, goat farm expenses or operating expenses this could affect the quality of the milk or cheese and lead to greater costs in the future, for example, losing an entire batch of milk if corners were cut on farming expenses, for example cleaning the vat.  In addition, Dewald cutting down on drawings means that he retains ownership of the goat farm as he is reducing his need to borrow. This means that Dewald could still expand, as he wants in the future as the bank won’t think he is too risky. He would reduce his interest payments on overdraft significantly, as the overdraft would be needed for such a short space of time to cover the cash shortage.
(An excellence student would recognise that cutbacks to staffing/wages have to be made in accordance with employment law).
The examples above relate to only part of what is required, and are just indicative.

[bookmark: _GoBack]A repayment holiday is not always possible, only one a year…..
