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Unit 1 practice exam question 
Luke Perry 

Anne wanted to raise £60,000 of start-up capital from a venture capitalist rather than 
arranging a bank loan. To what extent do you agree? (15 marks) 

Sample answer 
Venture capitalists are businesses that will invest in new start-ups. They will give the new 
start-up financial backing and advice in return for a share of the company and any potential 
profits. This could be an ineffective way for Ann to raise the £60,000 start-up capital for Just 
Juice Limited. As Anne has little experience the venture capitalist can give advice which 
means that her decision making would be more effective and this could result in the survival 
of this new start-up. Anne could use contacts and links that are already established by the 
venture capitalist and she may even benefit from economies of scale. This would mean lower 
unit costs when purchasing materials such as the fruit used in the smoothies. In addition, the 
monthly cash flow position would be much better, as no loan repayments would be made and 
as a result Just Juice Limited would have a much better chance of survival. However, if the 
business was to receive large profits then it would pay a large dividend payment to the 
venture capitalist, which could result in this source of finance becoming more expensive in 
the long run. 

A bank loan is where the business will receive the £60,000 straight away and then will pay 
this back in small manageable repayments. This would be effective as after a few years 
Anne would still own the business and the loan would be repaid. In addition, Anne would be 
able to make all of the decisions on her own and it states in the case study that she wanted 
to be her own boss. However, Anne would have to make monthly repayments and with 
interest on top of this it could be a strain on her cash flow, which could be problematic for a 
new start-up business. This could lead to the failure of the business.  

In conclusion, I believe that the most effective way for Anne to fund the business is through a 
venture capitalist. Although this could be more expensive in the long run, the advice and 
support they would offer outweighs any of these potential issues. I believe that a new start-up 
such as Just Juice Limited has no guarantee of survival and although Anne will lose a 
percentage of the company she will ensure its future. If the company was more stable and 
success was more guaranteed then I would probably use a bank loan but it really does 
depend on the business. A steady business such as a stationery shop could plan for such 
bank repayments but a smoothie bar is more seasonal and the monthly cash flows could be 
more volatile, which means there is much less risk opting for finance from a venture 
capitalist. 
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Mark scheme 
Level Descriptor Marks 

L5 Good application and good analysis 9–10 

L4 Good application and reasonable analysis OR good 
analysis and reasonable application 

7–8 

L3 Reasonable application and reasonable analysis OR 
good application OR good analysis 

5–6 

L2 Knowledge and reasonable application OR 
knowledge and reasonable analysis 

3–4 

L1 Knowledge OR issue(s) identified 1–2 

 

Level Descriptor Marks 

E3 Judgement with well-supported justification AND 
answer has a logical structure throughout with 
effective use of technical terms 

4–5 

E2 Judgement with limited attempt at justification AND 
evidence of a logical structure and some use of 
technical terms 

2–3 

E1 Assertion or judgement that is unsupported AND 
limited evidence of a logical structure and little use of 
technical terms 

1 

Definition 
A venture capitalist is a business or individual that invests in small start-up businesses that 
are often high risk and have been declined funding elsewhere. 

The argument is clear: venture capitalist vs bank loan. You are expected to put arguments 
forward for each, with good analysis and application. Then you need to evaluate by making a 
decision on the best option. 

Potential application 
• Anne wants to be her own boss and this context could be built into the advantages of 

selecting a bank loan. 

• Anne would still own the business and the loan would be repaid. Although £60,000 
only equates to 22% of the start-up capital, Anne would still be paying much more 
after interest has been taken into account. 

Potential lines of analysis 
• A venture capitalist will be able to offer advice and potential links to suppliers. 

• A venture capitalist will expect a greater return due to the risk involved in such start-
up businesses. 
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• A bank loan could be a strain on cash flow. 

Examiner’s comment 
This response is excellent in terms of theory, analysis and evaluation but I would still like to 
see more application. There is one attempt of manipulating and combining data but a few 
other opportunities were missed. It is still a Level 5 response and would be E3 for evaluation. 

This resource is part of BUSINESS REVIEW, a magazine written for A-level students by 
subject experts. To subscribe to the full magazine go to 
www.hoddereducation.co.uk/businessreview 


