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Question 24 (10 marks) 

(a) The following is an extract from a business balance sheet.

Assets Liabilities 
Cash at bank $5 000 Overdraft $9 000 
Accounts receivable $20 000 Accounts payable $11 000 
Inventory $5 000 Long-term loan $90 000 
Office equipment $70 000 Owners’ equity 
Motor vehicles $80 000 Capital $55 000 

Retained profits $15 000 

(i) Calculate the current ratio for this business. Show all working.
 (Current ratio = current assets ÷ current liabilities)

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

2 

(ii)  Explain the influence of ONE financial institution on the financial
management of this business.

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

................................................................................................................... 

4 
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Question 24 (continued) 

(b) Explain how offering discounts for early payment may improve a business’s
cash flow and reduce working capital.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ............................................................................................................................... 
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Question 24 (10 marks)

(a) What is the purpose of a cash flow statement?

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

2

(b) Explain a possible conflict between ONE short-term and ONE long-term
financial objective.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

3
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Question 24 (continued)

(c) Explain TWO limitations of financial reports.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

5

End of Question 24
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Question 23 (11 marks) 

A gifts and homewares business sells goods such as candles, bags, cushions, soaps 

and jewellery. 


They have provided the following financial information. 


($)

Operating income (revenue) 1 500 000 

Gross profit 1 100 000 

Expenses 600 000

Total liabilities 2 000 000 

Net profit 500 000 

Owner’s equity 1 800 000 

(a) Calculate the efficiency (total expenses ÷ total sales) of this business. 1 

 ...............................................................................................................................

 ............................................................................................................................... 

(b) Explain how the expense ratio can help this business determine their efficiency. 3 

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ............................................................................................................................... 

Question 23 continues on page 15 
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Question 23 (continued) 

The family-owned business is considering expansion by opening two new stores. 
Their bank has given approval to borrow $3 000 000 at 4% interest to finance their 
expansion. 

(c) Why is the level of gearing an important consideration for the lender to this
business?

3 

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ............................................................................................................................... 

(d) Using the financial information provided, explain why the business should use
debt finance to acquire the two new stores.

4 

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ............................................................................................................................... 
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Question 22 (10 marks)

A luxury Australian handbag business is going to expand. They intend to borrow 
30 million US dollars to buy several new retail properties across Australia.

(a) Identify where the business could record the loan and the properties on its
balance sheet.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

2

(b) Explain a financial risk associated with borrowing funds from the USA.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

3
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Question 22 (continued)

The table shows financial information for this Australian handbag business.

Ratio Current 
(Before loan)

Forecast 
(12 months after loan)

Gross profit 65% 70%

Net profit 21% 18%

Debt to equity 0.85 : 1 or 85% 1.5 : 1 or 150%

(c) Account for the changes in this business’s current and forecast profitability and
gearing.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................
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Question 24 (10 marks)

Financial Information for robotics company

($)

Sales 225 000

Cost of goods sold 105 000

Selling expenses 8 500

Administration expenses 6 000

Financial expenses 4 000

Accounts receivable 30 000

Robotics company credit policy 30 days

Industry expense ratio 10%

(a) Calculate the accounts receivable turnover ratio (sales ÷ accounts receivable)
for this business.

 ...............................................................................................................................

 ...............................................................................................................................

1

(b) Interpret this business’s expense ratio (total expenses ÷ sales).

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

2

Question 24 continues on page 17

2020



Office Use Only – Do NOT write anything, or make any marks below this line.

– 17 –

D
o

 N
O

T
 w

ri
te

 i
n

 t
h

is
 a

re
a

.

4957310290

Question 24 (continued)

(c) Recommend ONE financial strategy this business could implement to improv
efficiency in the collection of accounts receivable.

e 

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

3

(d) Explain TWO ways in which comparative ratio analysis can be used by this
business to assess its financial position.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

4

End of Question 24
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Question 22 (8 marks) 

(a) Outline ONE ethical issue related to the preparation of financial reports. 2 

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ............................................................................................................................... 

(b) Explain ONE advantage of debt financing. 3 

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ............................................................................................................................... 

(c) Explain ONE disadvantage of equity financing. 3 

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ............................................................................................................................... 
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Question 24 (10 marks) 

(a) Why is liquidity an objective of financial management? 2 

 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................
 

(b) How could a business improve management of its accounts receivable turnover? 3
 

 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................
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Question 24 (continued) 

(c) A business has decided to expand into a larger factory and is now consideri
its financial options.

 Discuss the use of leasing and the use of mortgages as a source of long-ter
finance for this business.

ng 5 

m 


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................
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Question 24 (7 marks) 

A business imports computers from China and sells them to customers in Australia. 

(a) How will an appreciation of the Australian dollar affect the competitive position
of this business?

2 

 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................
 

(b) Justify the method of payment that would be most effective in reducing the
business’s financial risk.

5
 

 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................


 ...............................................................................................................................
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Question 21 (9 marks)

Sue is a sole trader whose business is growing rapidly as sales are increasing. As a 
result of the growth, she needs to purchase stock worth $10 000.

(a) Explain a potential conflict between a short-term and a long-term financial
objective for Sue.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

3

(b) Discuss ONE internal and ONE external source of finance for Sue’s purchase of
stock.

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................

 ...............................................................................................................................
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Question 24 (8 marks)

The following is an extract from financial reports for Andrew’s Discount Tyres as at 
30 May 2015.

Current assets Current liabilities

Accounts receivable 1 000 Overdraft 2 000

Inventory 2 000 Accounts payable 1 000

Cash 2 000

Non-current assets Non-current liabilities

Building 13 000 Mortgage 5 000

Fittings 1 000

Research and development 5 000

Owner’s Equity 16 000

Other information:
Net profit for Andrew’s Discount Tyres: $1000
Industry average gearing ratio (total liabilities ÷ total equity): 80%

(a) Explain ONE possible limitation of this financial report.

��������������������������������������������������������������������������������������������������������������������������������
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(b) Discuss the gearing of Andrew’s Discount Tyres.
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Question 24 (10 marks) 

(a) The table shows an extract from a cash flow statement for a business.
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

Jan Feb March April May June 

Cash in ($) 6000 5000 3000 2000 4000 3000 

Cash out ($) 3000 3000 8000 8000 3000 2000 

The opening cash balance for January is $5000. 

(i) Calculate the opening cash balance for March. 1 

................................................................................................................... 

(ii) In which month did the business start with a negative cash balance? 1 

................................................................................................................... 

(b) Explain government influences on the financial management of businesses. 4
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
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Question 24 (continued) 

(c) Discuss factoring as a strategy for cash flow management. 4 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

End of Question 24 




D
o N

O
T

 w
rite in this area. 

– 14 –
Office Use Only – Do NOT write anything, or make any marks below this line. 2491310033 

2014



                         

 
 

 
 

 

 

Question  24  (7  marks) 

An  Australian­owned  business  manufactures  bicycles  in  China  and  sells  them  to 
wholesalers  in  France.  These  wholesalers  do  not  pay  in  advance. 
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(a) 3 Describe  ONE  method  of  payment  the  business  could  use  to  ensure  that  it  receives
payment  for  the  sales.

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

(b) 4 How   could   this   business   protect  itself  against  a   change   in   the   value   of   the
Australian  dollar  relative  to  another  currency?

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
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...............................................................................................................................
 

...............................................................................................................................
 

– 13 –
Office Use Only – Do NOT write anything, or make any marks below this line. 

2070310036

2013



                         

 
 

 
 

 

 

 Question  22 (8  marks) 
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

MK  Pty  Ltd  is  a  successful  chain  of  frozen  yoghurt  stores  with  low  gearing.  The 
owners   are   planning   to   take   over   a   smaller   chain   which   has   poor   human   resource 
management. 

(a) Outline  TWO   indicators  MK  Pty  Ltd   could  use   to   assess   the   effectiveness  of
human  resource  management  after  the  takeover.

(i) ................................................................................................................... 2
 

...................................................................................................................
 

...................................................................................................................
 

...................................................................................................................
 

...................................................................................................................
 

(ii) ................................................................................................................... 2
 

...................................................................................................................
 

...................................................................................................................
 

...................................................................................................................
 

...................................................................................................................
 

...................................................................................................................
 

(b) 4
 Discuss  ONE  source  of  finance  to  fund  the  takeover.

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
 

...............................................................................................................................
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Question 22 (12 marks)

(a) Calculate the current ratio (current assets ÷ current liabilities) of this business.
Show all working.

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

(b) Calculate the debt to equity ratio (total liabilities ÷ total equity) of this business.
Show all working.

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

Question 22 continues on page 11

Balance Sheet for Chalker Pty Ltd
as at year ending 30 June 2012

Current Assets $ $
Cash 8 000
Receivables 12 000
Inventories 15 000 35 000

Non-Current Assets
Property, Plant and Equipment 33 000

Total Assets 68 000

Current Liabilities
Creditors 14 000

Non-Current Liabilities
Loan 20 000

Owners Equity
Capital 15 000
Retained Net Profit 19 000 34 000

Total Liabilities and Owners Equity 68 000

2

2
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Question 22 (continued)

(c) Why is it important for a business to control its debt to equity ratio?

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

(d) Explain the interdependence of finance and operations in a business. Support
your answer with relevant examples.

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

...............................................................................................................................

End of Question 22
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