49. Revision for Theme 3 
1. Identify two of each of the following: (be as precise as possible)

1.1. Current liabilities  _____________________________________________________________________
1.2. Diseconomies of scale__________________________________________________________________
1.3. Ratios that measure a firm’s financial health  __________________________________________________
1.4. Human Resource objectives ______________________________________________________________
1.5. Ways to utilise profit ___________________________________________________________________
1.6. Liquidity ratios  _______________________________________________________________________ 
1.7. Methods of quantitative investment appraisal  _________________________________________________
1.8. Business functions _____________________________________________________________________
1.9. Reasons mission statements can be ineffective_________________________________________________
1.10 Influences on the total float for an activity ___________________________________________________
2. Calculation Questions

2.1 Net annual cash flows on an investment are forecast to be:

                        
        £000

            NOW            (200)

       End of year 1        40

       End of year 2        80


       End of year 3        80

       End of year 4        80                Calculate payback period and the average rate of return.

2.2. On the basis of the following, should ZC Ltd borrow £100,000 to invest in Project A? Explain your reasoning.

ZC Ltd latest balance sheet ratios:      Acid test: 0.77

Gearing 40%

ROC: 15%

Project A appraisal: 
ARR = 18%
Payback = 2 years
   NPV = +£35,000

ZC Ltd balance sheet extracts: Capital employed £500,000;  Working capital: £80,000

______________________________________________________________________________________

______________________________________________________________________________________
3. Complete this crossword


49. ANSWERS – Revision for Theme 3
1.1 overdraft, creditors (payables), tax due

1.2 Poor coordination and poor communication (both damaging morale)
1.3 Gearing, Liquidity (current and/or acid test)

1.4 To ensure the right staffing to meet company objectives; to improve productivity

1.5 Reinvest in the business; pay dividends to shareholders

1.6 Current and acid test

1.7 payback, ARR (or NPV)

1.8 Marketing, Finance, People, Operations

1.9 May just be P.R., i.e. no substance; the culture within the business may not believe in the firm’s claimed ‘mission’
1.10 Difference between the activity’s EST and its LFT; the activity’s duration
2.1 Payback: end of year 3; ARR = 10%

2.2 The project looks attractive (assuming it’s based on a relatively reliable cash flow forecast) but the financial position of the business provides an element of risk. Borrowing the extra £100,000 pushes gearing up to £300,000/£600,000 x 100 = 50%. That’s not too high to go ahead, so the business probably should proceed.
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Across


1. The value that makes it worth discounting (3,7)


7. Relates one piece of balance sheet data to another. (5)


8. An illegal way to control competition. From Carphone Warehouse? (6)


9. The world’s No 2 population. (5)


11. Initials for the main ratio measuring profit (4)


12. High gearing is as risky as a ___ (3)


13. Sign up a soldier. (6)


14. They show ownership of a limited company (6)


Down


2. Method of marketing analysis from Boston. (9)


3. Best time to start a network activity. (8)


4. Initially the Earliest Start Time. (3)


5. Herzberg’s theory identifies ____ ______ (3,7)


6. The toughest measurement of liquidity. (4,4)


10. A customer who owes you money. (6)
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