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[bookmark: _Toc29810340]Icon legends
	Icon
	Description
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	Practice activity
Learning activities help you to gain a clear understanding of the content in this resource.  It is important for you to complete these activities, as they will enhance your learning. The activities will prepare you for assessments.
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	Collaboration
You will have opportunities to collaborate with others during your study. This could involve group activities such as mini projects or discussions that will enable you to explore and expand your understanding of the content.  
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	Self-check
An activity that allows you to check your learning progress. The self-check activity gives you the opportunity to identify areas of learning where you could improve. If you identify these, you could review the relevant content or activities.
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	Resources (required and suggested)
Additional resources throughout this workbook such as chapters from textbooks, online articles, videos etc. These are supplementary resources, which will enhance your learning experience and may help you complete the unit.

	[image: ]
	Assessment task
At different stages throughout the workbook, after you have completed the readings and activities, you may be prompted to complete one or more of your assessment tasks.

	[image: ]
	Video
Videos will give you a deeper insight into the content covered in this workbook. If you are working from a printed version, you will need to look these up using the URL provided.





[bookmark: _Toc29810341]Getting started 
[bookmark: _Toc29810342]What will I learn by completing this workbook? 
This workbook has been developed for the unit of competency FNSACC511 Provide financial and business performance information. 
Each topic starts with an overview. The theory behind each procedure is explained and illustrative examples or references to textbook examples are provided to demonstrate its application.
In this workbook, you will learn about:
· financial management
· business risk
· financial mathematics
· weighted average cost of capital
· major sources of finance
· capital budgeting
· management of working capital
· financial ratios
· business plans
· business analysis
· dividend policy
Each topic includes opportunities to check your progress and understanding as well as activities that will help you to complete the formal assessments.
There are eleven topics to complete within this workbook. They are: 
1. Introduction to financial management
1. Business risk
1. Financial Mathematics
1. Weighted average cost of capital
1. Major sources of finance
1. Capital budgeting
1. Management of working capital
1. Financial ratios
1. Business plans
1. Business analysis
1. Dividend policy
This workbook is to be studied in conjunction with the recommended textbook. The recommended textbook for this unit Provide financial & business information by Richard Hughes and Godfrey Senaratne, 7th Edition, ISBN: 978-1760730109. You can practice self-testing exercises and review questions from the recommended textbook. You can access solutions to even numbered questions. Your teacher will have access to the remaining solutions.
Your teacher will also provide with additional activities and questions where required.
Alright, let’s get started!
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[bookmark: _Toc29810343]Topic 1: Introduction to financial management




[bookmark: _Toc29810344]Overview
In this topic, you will be given an overview of the role of the financial manger within a business organisation and to determine the most appropriate objective to be sought when carrying out the finance function.
In this topic you will learn about:
the financial manager
corporate goal
[bookmark: _Toc20121146]communication and financial management
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
[bookmark: _Toc20121142][bookmark: _Toc29810345]The financial manager 
The financial manager occupies a significant place in the management structure of a business. Financial managers perform data analysis and advise senior managers on profit maximising ideas. Financial managers are responsible for the financial health of an organisation. They produce financial reports, direct investment activities and develop strategies and plans for the long-term financial goals of their organisation. Financial managers typically:
prepare financial statements, business activity reports and forecasts.
monitor financial details to ensure that legal requirements are met.
supervise employees who do financial reporting and budgeting.
review company financial reports and seek ways to reduce costs.
analyse market trends to find opportunities for expansion or for acquiring other companies.
help management make financial decisions.
The role of the financial manager, particularly in business, is changing in response to technological advances that have significantly reduced the amount of time it takes to produce financial reports. Financial managers’ main responsibility used to be monitoring a company’s finances, but they now do more data analysis and advise senior managers on ideas to maximize profits. They often work on teams, acting as business advisors to top executives.
Financial managers also do tasks that are specific to their organisation or industry. For example, government financial managers must be experts on government appropriations and budgeting processes, and healthcare financial managers must know about issues in healthcare finance. Moreover, financial managers must be aware of special tax laws and regulations that affect their industry.
Types of financial manager
There are distinct types of financial managers, each focusing on an area of management.
Controllers direct the preparation of financial reports that summarise and forecast the organisation’s financial position, such as income statements, balance sheets, and analyses of future earnings or expenses. Controllers also oversee preparing special reports required by governmental agencies that regulate businesses. Often, controllers oversee the accounting, audit, and budget departments. Treasurers and finance officers direct their organisation’s budgets to meet its financial goals and oversee the investment of funds. They carry out strategies to raise capital and develop financial plans for mergers and acquisitions.
Credit managers oversee the firm’s credit business. They set credit rating criteria, determine credit ceilings, and monitor the collections of past due accounts. Cash managers monitor and control the flow of cash that comes in and goes out of the company to meet the company’s business and investment needs. Risk managers control financial risk by using hedging and other strategies to limit or offset the probability of a financial loss or a company’s exposure to financial uncertainty. Insurance managers decide how best to limit a company’s losses by obtaining insurance against risks such as the need to make disability payments for an employee who gets hurt on the job or costs imposed by a lawsuit against the company.
[bookmark: _Toc20121143][bookmark: _Toc29810346]Corporate goal
Financial management concerns the investing in, financing and management of assets with some overall goal in mind. For most corporates that goal is the maximisation of shareholder wealth. Below is what some companies say about their corporate goal
Table 1 Examples of corporate goal
	Company
	Goal

	Cadbury Schweppes
	Governing objective is growth in shareholder value.

	Credit Suisse group
	Achieve high customer satisfaction, maximise shareholder value and be an employer of choice.

	Dow chemical company
	Maximise long term shareholder value.


Shareholders wealth is measured by the share price, and the value of the firm in the marketplace is represented by the total market value of issued shares. This represents the capitalised value of the firm by the investment market based on risk and return.
[bookmark: _Toc20121144]Key decisions to achieve goals
For a business to maximise profits, there are three key financial decisions that a business must make.
1. The investment decision: What assets equipment, furniture, fittings and equipment will be required?
1. The finance decision: Where will the finance for these investments be found?
1. The dividend decision: When the business makes profits how will these be shared?
[bookmark: _Toc20121145][bookmark: _Toc29810347]Taxation Issues
Taxation has a major impact on the financial managers investing, finance and dividend policy decisions. The decisions may give rise to a tax benefit or increase the organisation taxation liability. An increase in tax liability may reduce the business cash flow, whilst a tax benefit may increase the cash flow.
The investment decision
The purchase of assets may give rise to allowable deductions. Allowable deductions reduce taxable income which in turn reduces the income tax liability.
The small business entity concessions which allow an immediate write off assets purchased under $30,000 may influence the decision to invest in assets
If you are a small business (with a turnover of less than $10 million), you can claim a deduction for each asset first used or installed ready for use, up to the following thresholds:
$30,000, from 7.30pm (AEDT) on 2 April 2019 until 30 June 2020
$25,000, from 29 January 2019 to 7.30pm (AEDT) on 2 April 2019
$20,000, before 29 January 2019.
You may purchase and claim a deduction for multiple assets provided each asset costs less than the relevant threshold.
From 2 April 2019, the instant asset write-off has also been expanded to include businesses with a turnover from $10 million to less than $50 million.
For assets purchased for $30,000 or more, the general depreciation rules must be used.
The business will also obtain a tax benefit on the GST paid on purchased assets. GST Paid can be offset against the GST collected. It therefore reduces the GST liability under the Business activity statements.
For a business to invest in new assets, the business may wish to sell assets. The disposal of assets may give rise to a capital gain under the capital gains tax provisions.
The finance decision
Taxation factors that may affect the finance decision. For example, interest paid on debt financing would be an allowable deduction. 
The dividend decision
This decision may be effected by imputation system of company taxation. Companies receive franking credits when they pay income tax or receive franked dividends. The company may ten pay fully franked dividends to shareholders. Hence the payment of franked dividends by companies may increase its attractiveness as an investment proposition.
[bookmark: _Toc29810348]Communication and financial management
Assessing the needs of the client
The definition of client in the context of a business relationship could include the following
owners of a business
management
board members
financial institutions
government departments
companies
The needs of the client need to be communicated to the financial manager. In this context, the needs of the client fall into four categories:
1. expectations and objectives
1. legal and financial requirements
1. financial options and processes
1. compilation and review of plans
Expectations and objectives
A clients’ objectives could include any of the following 
wealth accumulation
better investment returns
acquisition of assets
reduction in income tax
appropriate cash flow
Legal and financial requirements
Companies have many statutory requirements to meet include ASIC requirements
Financial options and processes
In the context of financial management, financial options refer to the various sources of finance available to a client. Options may include
alternative sources of finance
cost of capital
choice of debt or equity
dividends
retained earnings
different types of loans
sale of assets
Compilation and review of plans
Financial plans compiled or created for the client take various forms including the following
cash flow budgets
management of working capital
management of debtors
different sources of finance
appropriate funding structure
Details of these are discussed in later topics.
It is important that plans are reviewed regularly. According to the criteria agreed with the client. Agreed criteria may include
asset management
capital budgeting
strategic directions
profitability analysis
business turnover
The plans may need to be changed or modified to fit with the changing needs of the client. In addition, any shortfalls in service needs to be investigated and corrected when required. Shortfalls might include:
slow response to enquiries
lack of accuracy
failure to recognise relevant factors
poor presentation of information
All corrections or changes need to be communicated to the client.
[bookmark: _Toc20121147]Analysing data for the client
In the context of financial management, the main objective in analysing financial data is to produce financial information. The various techniques used to analyse the data is detailed in further topics. Further elements to consider are:
reliability and accuracy of data
reconciliation of data
use of standard financial report formats
Reliability and accuracy of data
Financial information provided to clients and the data on which it is based needs to be reliable and accurate. Data can be checked using various authorities and sources including
senior managers
board of directors
client records
statutory returns
Reconciliation of data
Reconciliation is comparing different sets of data, identifying & investigating differences, & taking corrective action when necessary. Reconciling monthly financial reports to file copies of supporting documents or to departmental accounting records is an example of reconciling one set of data to another. Such reconciliations could be included in budgets.
A further advantage is that reconciliations can ensure compliance with organisational policy and procedures
This control activity helps ensure the accuracy & completeness of transactions 
A critical element of the reconciliation process is resolving differences. Differences should be identified, investigated, & explained. Corrective action must be taken as needed.
Reconciliations should be documented and approved by management. Monthly reconciliation of financial statements to other documents and reports is a critical function that ensures sound financial management.
Reconciliations should be completed monthly in a timely manner, after each accounting period is closed.
Use of standard financial report formats
Standard financial reporting formats are one of the main methods used to communicate information to clients. These formats may include the following
· cash flow analysis
· financial statement analysis
· benchmarking
Formats may also be controlled by accounting standards which will ensure consistency across organisations
Preparing advice for the client
In preparing advice for the client there are a number of aspects that should be considered and communicated to the client. The relative importance depends on the specific client’s needs and objectives. The aspects to consider are detailed below:
realistic view of financial performance and compliance
methods of presentation
Realistic view of financial performance and compliance
An important aspect of financial analysis is to communicate a realistic view of the financial performance and compliance of the business. This could include significant taxation issues and comparison of alternative investment options.
Methods of presentation
There are many methods of presentation to choose from to communicate advice or information to the client. A consideration of the presentation, language and forms of documentation is required to ensure that the correct information is conveyed to the client. Methods of presentations could include graphs, tables, calculations, estimates and projections.
	[image: ]	Resources
[bookmark: _Toc29810349]Required reading
Read Chapter 1 Section 1.1 to 1.10 of your textbook
	[image: ]	Self-check
[bookmark: _Toc29810350]How did you go?
[bookmark: _Toc518640492]You have completed the topic on Introduction to financial management. Complete all review questions in Chapter 1 of your textbook.
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[bookmark: _Toc29810351]Topic 2: Business risk




[bookmark: _Toc29810352]Overview
In this topic you will learn about:
business risk and
strategies to minimise the risks
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
[bookmark: _Toc29810353]Business risk 
Business risk is the exposure a company or organisation must factor in planning that will lower its profits or cause risks of failure. Anything that threatens a company's ability to meet its target or achieve its financial goals is called business risk. These risks come from a variety of sources, so it's not always the company head or a manager who's to blame. Instead, the risks may come from other sources within the firm or they may be external for example from regulations to the overall economy or changes in consumer taste and demand.
[bookmark: _Toc29810354]Risk management strategies
While a company may not be able to shelter itself from risk completely, there are ways it can help protect itself from the effects of business risk, primarily by adopting a risk management strategy and strategic risk management plan.
Operational risks and contingency plans
Table 2 risks and contingency plans
	Risk identified
	Contingency plan

	Machine breakdown
	regular maintenance of machine
plan for hire or replacement in emergency
insurance

	Key employee resignation
	train staff in a range of skills
multiple staff on all projects
monitor and value staff morale

	Computer crashes
	maintain reliable backup procedures
have emergency option-laptop and mobile devices
insurance
ensure anti-virus and other protection up to date
restrict use to business activities

	Theft of stock by staff
	implement strong internal control systems
insurance
monitor staff morale

	Fire in the warehouse
	ensure fire alarms
extinguishers and other equipment is available and well maintained
train staff in safety and fire procedures
insurance
ensure dangerous goods properly stored

	Workplace accident
	train staff and update regularly
have all required safety equipment available and well maintained
use signs where appropriate
managers actively monitor safety compliance


	[image: ]Resources
[bookmark: _Toc29810355]Required reading
Read chapter 2, Section 2.1-2.7
Self-testing Exercises in Chapter 2 of the textbook recommended for practicing
	[image: ]	Self-check
[bookmark: _Toc29810356]How did you go?
You have completed the topic on Business risk. Complete Review Questions 9, 10, 11, 12, 13, 14, 15, 16 and 17 in Chapter 2 of your textbook.
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[bookmark: _Toc29810358]Overview
The importance of interest considerations in financial decisions is extremely important. Most financial decisions require that cash flows of varied amounts and occurring at different points in time be made comparable. Compound value and present value concepts are used to covert such cash flows to a common point in time, either in the future (compounding) or the present (net present value). It is therefore essential to have a thorough understanding of compounding and discounting in financial management.
In this topic you will learn about:
financial mathematics in financial management 
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
[bookmark: _Toc20121152][bookmark: _Toc29810359]Interest 
The investment earns the same amount of interest each period based on the original amount of principal and the rate of interest charged. Formula for simple interest:
Simple interest = Principal × Rate × Time
[bookmark: _Toc13045627]Calculations using simple interest
This was the favoured type of interest rate in hire purchase and/or most other unsecured loans in the motor trade and white goods retailing (e.g., refrigerators, washing machines).
Why was this so?
The reasons are: 
calculations were easy to make
calculations were easy to understand
simple interest earned more for the lender/finance company than compound interest.
The idea of simple interest is that interest charged or paid on the initial loan or deposit remains the same for each period of the loan term. The interest dollar amount remains fixed.
When dealing with simple interest, the amount that the borrower is responsible for is calculated by this original principal (denoted by the variable P) being multiplied by the interest rate (denoted by r, for rate), and then multiplied by the period of time that the principal earns interest (denoted by t).
To calculate the amount of simple interest you just need to take the principal/ amount borrowed and multiply it by the rate per annum and then take that figure and multiply it by the number of years or the term of the loan.
[bookmark: _Toc13045628][bookmark: _Toc20121153][bookmark: _Toc29810360]Definitions and symbols 
The following are definitions and symbols that are used to construct simple interest formulae and that you will need to solve simple interest problems
Table 3 Definition of terms.
	Term
	Symbol
	Definition

	Principal
	P
	Amount of loan or investment deposit.

	Interest
	I
	The dollar amount charged by the lender on the basis of applying an interest rate to the principal or dollar amount received from a deposit.
Income to depositor/lender and an expense to the borrower.

	Interest rate
	R
	Represents the risk level associated with the loan or deposit—expressed as a percentage.

	Term
	T
	Agreed period of time the borrower has to repay all of the principal and attached interest OR period of investment. 

	Future value
	A
	Sometimes called ‘accumulated amount’.

	Number of repayments
	N
	Number of loan repayments during the term.

	Loan repayment
	L r
	Dollar amount to be repaid per loan period: principal (part) and interest.


[bookmark: _Toc13045629]Formulas
1. Principle:
 
Interest:
 
Loan repayment:
 
Rate:
 
The interest rate R is usually given as an annual percentage rate with the time in years. The time needs to be converted to the time measurement used in the problem.
For example, if in months then: T
Or if days: T
1. Term:
 
Future value (FV) or accumulated amount (AA) use one of the formulae below: 
FV/AA = P x [1 + (R × T)] 
FV/AA = P + I 	
or
FV/AA = P + (P × R × T
[bookmark: _Toc13045634][bookmark: _Toc20121154][bookmark: _Toc29810361]Compound interest 
The addition of interest to the principal sum of a loan or deposit is called compounding. Compound interest is interest on interest. It is the result of reinvesting interest, rather than paying it out, so that interest in the next period is then earned on the principal sum plus previously accumulated interest.
The investment earns a different amount of interest each period based on the accumulation of principal and interest at the time the interest is calculated.
If you are paying back a loan amount, you will be reducing the principal each time you make a repayment. The interest included in each payment will be calculated on the actual principal owing at the time. The amount of interest decreases in each payment made.
Example
You deposit $5,000 at the beginning of year one (1) earning compound interest of 4% per year with a term of five (5) years. How do we calculate the future amount? 
Table below shows how compound interest works in calculating the future amount.
Table 4 Compound interest calculation
	Year
	Opening balance
	Interest earned at 4%p. a
	Closing balance

	One
	5,000.00
	200.00
	5,200.00

	Two
	5,200.00
	208.00
	5,408.00

	Three
	5,408.00
	216.32
	5,624.32

	Four 
	5,624.32
	224.97
	5,849.29

	Five
	5,849.29
	233.97
	6,083.26


Note: The above table illustrates compound interest over several years. The calculation can also be performed by using the formulae  or by financial calculator (e.g. for EL738 Enter ON/C 2ndF ALPHA – 5 N 4 I 5000PV COMP FV).
Comparison between simple and compound interest:
Simple interest:
 The answer is a closing balance of $6,000.
$5000 (principal) × 4% (rate) × 5 (term) = $1,000 interest. 
The future amount is, therefore, the original deposit of $5000 plus the $1,000 interest giving $6,000.
Compound interest: 
The result will be a further $83.26 earned, as shown in the above table, interest earning interest, to illustrate see year five (5).
Year 5 interest = $ 5849.29 (5000 +200 + 208 + 216.32 + 224.97 interest from last 4 years) × 4% = $233.97.
The closing balance of the deposit after five (5) years will be $6083.26 as compared to $6,000 using simple interest. This $83.26 might not seem a large advantage, but on millions of dollars over long terms, the benefit to depositors can be enormous.
Superannuation has this advantage, particularly for those who contribute to a super fund from an early age. Imagine the benefit of leaving your contributions in a fund for thirty-five years (from 25 years of age to 60 years). While annuities also play a major role, it is the compound interest concept that has the multiplier effect.
[bookmark: _Toc13045635][bookmark: _Toc29810362]Annuities 
Annuities are a series of payments of a fixed amount for a specific number of periods. Payments are made at fixed intervals and the rate is constant. Examples of annuities are superannuation payments, loan payments, insurance premiums, mortgage payments and regular deposits as required for savings plans.
[bookmark: _Toc13045636][bookmark: _Toc29810363]Future value 
Future value refers to the total value of the investment at the end of the investment period, that is, the principal invested plus the compound interest earned over the period invested – earning interest on the interest already earned.
Future value (FV), Principal value (PV), interest (i), number of periods (n).
Formulae: Future value (FV) = Principal value (PV) .
[bookmark: _Toc29810364]Using Excel instead of a financial calculator
Refer to resource FNSACC511_SW_2of 2 for using excel for financial mathematics
	[image: ]	Watch
[bookmark: _Toc29810365]Video: Calculating simple interest
Watch the following video on calculating simple interest. (duration 10:52)
Follow this link for additional information on Simple Interest.
[image: ]
	[image: ]	Watch
[bookmark: _Toc11228379][bookmark: _Toc29810366]Video: Calculating compound interest
Watch the following video of the principles of compound interest published by The Reserve Bank of New Zealand. (duration 03:10)
Follow this link for additional information on Compound Interest

[image: ]
	[image: ]	Resources
[bookmark: _Toc29810367]Required reading
Read Chapter 3, Section 3.1-3.7 
Self-testing Exercises in Chapter 3 of the textbook recommended for practicing
[bookmark: _Toc29810368]Additional resources
Useful web address for to calculate interest
https://www.canstar.com.au/calculators/term-deposit-calculator/
	[image: ]	Self-check
[bookmark: _Toc29810369]How did you go?
You have completed the topic on Financial mathematics. Complete Review Questions 6, 7, 8, 9, 10, 11, 12 and 13 in Chapter 3 in your textbook.
	[image: ] 	Practice activity
[bookmark: _Toc29810370]Activity 3.1: Short answers
Answer the following questions and show your work. 
Woody Woodpecker has $100,000 to invest today. How many years will it take for his investment to double if it is invested at?
a. 11.25 % p.a. simple interest

b. 9.46 % p.a compounding every six months

[bookmark: _Hlk10184735]I would like to purchase a new oven for $3,500. I only have $500 in my account presently. I take out a simple interest loan at 10% p.a. for the balance, to be repaid in equal monthly instalments over a period of 3 years. What is my monthly repayment?

A TAFE Teacher needs to have $10,000 in 2 years to pay for a luxury holiday. He has found an investment opportunity which could give him a return of 12% p.a. compounding monthly. How much does he need to invest today to achieve his goal?

Boromils wants to take out a car loan of $ 9,000 over 5 years with annual repayments of $2,558.83
c. What is the rate of interest he is being charged?

d. What is the Principal of his repayment in the third year?

e. What is the interest component of his repayment in the third year?

You owe a sum of $20,000 to Gone Broke Ltd who are desperate to recover their debt from you and offer you the following options:
· Option 1: pay immediately with a 10% discount
· Option 2: Pay 50% now and 45% in four months
· Option 3: Pay $6,500 at the end of each month for three months.
Assume interest rates are 2% compounded monthly.
f. List the present values of each of the above options/alternatives, and  	
	Alternative
	Answer and working out

	Option 1
	

	Option 2
	

	Option 3
	


g. Rank the alternatives from Best to Next best and Worst from your point of view. 
	Alternative
	Ranking

	Option 1
	

	Option 2
	

	Option 3
	


The Goodfellas Discounters offer Plasma TV’s selling at $4000 on the following terms: $1,000 deposit now and 20 monthly repayments of $170.46
What is the monthly compound interest rate the discounter is offering their customers?

A recently married couple are about to take out a loan of $400,000 over 20 years at 8% p.a. reducible monthly with monthly repayments.
h. What would be the monthly repayments on this loan
i. What would be the balance of this loan after 9 years?
j. After 9 years, they wish to reduce the loan outstanding so that their remaining repayments are $2,500 per month. How much do they need to deposit in the 9th year to reduce the current instalment to $2,500 for the balance 11 years?
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[bookmark: _Toc29810371]Topic 4: Weighted average cost of capital




[bookmark: _Toc29810372]Overview
The weighted average cost of capital (WACC) is the rate that a company is expected to pay on average to all its security holders to finance its assets. The WACC is commonly referred to as the firm's cost of capital. Importantly, it is dictated by the external market and not by management. 
In this topic you will learn about:
weighted average cost of capital
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
	[image: ]	Resources
[bookmark: _Toc29810373]Required reading
Review paragraphs 8.1 8.2 of chapter 8 in your textbook.
Complete self-test exercises
	[image: ]	Self-check
[bookmark: _Toc29810374]How did you go?
You have completed the topic on Weighted average cost of capital. Complete review questions 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14 and 15 in chapter 8 of your textbook
	[image: ] 	Practice activity
[bookmark: _Toc11228382][bookmark: _Toc29810375]Activity 4.1: Short answers

Answer the following question and show your work. 
The following extract is taken from the financial statements of Engulf and Devour Limited. 
	2,000,000 Ordinary shares of $1 each fully paid 
	$2,000,000 

	Retained Earnings 
	$   500,000 

	400,000, 8%, $1 Preference shares 
	$   400,000 

	5,000, 10%, $100 Debentures (Maturity in 3 years)
	$   500,000

	12% Mortgage
	$   266,900


Additional information: 
Market price of ordinary shares $5.00 per share. 
Market price of 8% Preference shares $2.00. 
Market price of 10% Debentures, $106.62 per debenture, 
The next expected dividend for Ordinary shares is $0.30 per share. 
Expected dividend growth for ordinary shares, 5% per year.
Company tax rate is 30%. 
Required: 
Calculate the cost of each source of funds. 	
	Source
	Cost

	Ordinary shares
	

	Retained earnings
	

	Preference shares
	

	Debentures
	

	Mortgage
	


		[image: ] 	Practice activity
[bookmark: _Toc29810376]Activity 4.2: Short answers
Answer the following question and show your work. 
Collateral Ltd has the following capital structure.
400,000 ordinary shares of $2 each fully paid					$800,000
Retained earnings									$200,000
100,000   6% Preference shares of $2 each fully paid				$200,000
8% Mortgage									$300,000
Cost of each source of funds:
	Source
	Cost of funds
	Market value

	Ordinary shares
	10%
	$5 per share

	Preference shares
	6%
	$2.20 per share

	Mortgage
	5.6%(after tax)
	


Required: 
Calculate the Weighted Average Cost of Capital. 
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[bookmark: _Toc29810377]Topic 5: Major sources of finance




[bookmark: _Toc29810378]Overview
Financing can be short term or long term.
[bookmark: _Toc20121169]Short term financing:
Short term financing is financing that must be repaid in one year. Short term credit includes trade credit, bank overdraft, commercial bills, promissory notes, intercompany loans, factoring leasing and floor plans.
[bookmark: _Toc20121170]Long term financing: 
The financial markets provide various form of long term funding including:
· equity funds-ordinary shares
· other sources of equity-deferred shares, share options, internal finance
· debt funds such as debentures, notes, term loans
· financial institutions loan facilities
· leases
· hybrids of debt and equity including preference shares and convertible notes
In this topic you will learn about:
major sources of financing for businesses
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
	[image: ]	Resources
[bookmark: _Toc29810379]Required reading
Review paragraphs 5.1 to 5.5 in Chapter 5 of your textbook.
Complete self-test exercises.
	[image: ]	Self-check
[bookmark: _Toc29810380]How did you go?
You have completed the topic on Major sources of finance. Complete review questions 11, 12, 13, 14, 15, 16, 18, 19, 20, 21, 22, 23, 24 and 25 in chapter 5 of your textbook. 
	[image: ] 	Practice activity
[bookmark: _Toc29810381]Activity 5.1: Matching
[bookmark: _GoBack]Tick the box for the most appropriate choice for the following sources of funds:
	Source
	Equity
	Hybrid
	Debt

	Ordinary Shares
	[bookmark: Check1]|_|
	[bookmark: Check5]|_|
	[bookmark: Check9]|_|

	Debentures
	[bookmark: Check2]|_|
	[bookmark: Check6]|_|
	[bookmark: Check10]|_|

	Preference shares
	[bookmark: Check3]|_|
	[bookmark: Check7]|_|
	[bookmark: Check11]|_|

	Retained earnings
	[bookmark: Check4]|_|
	[bookmark: Check8]|_|
	[bookmark: Check12]|_|
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[bookmark: _Toc29810382]Topic 6: Capital budgeting




[bookmark: _Toc29810383]Overview
Investment decisions involve making the choice between alternative assets that provide the maximum return above the company’s cost of capital.
In this topic you will learn about:
authorisation and evaluation.
estimation
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
[bookmark: _Toc29810384]Authorisation and evaluation
The correct selection of non-current assets sis critical to long term profitability of a business. Authorisation for such expenditure usually rests with senior management which highlights the importance of capital investment decisions.
The evaluation of a proposal will be based on future information and therefore will rely on the estimates and predictions of income over the life of a project.
To determine the attractiveness of a project, the following elements must be considered
· the net cash investment which consists of the purchase price, installation and setting up costs.
· the net cash flows which is the economic benefits caused by the investment project. cash benefits are a more objective measure of these benefits than profits as they directly affect the business’ ability to pay expenses and capital repayments.
· the economic life of a project is the time that the business can expect to obtain benefits from the project and should be distinguished from the physical life of the project.
[bookmark: _Toc20121175][bookmark: _Toc29810385]Estimation
Capital investment decisions will be based on the net result from future costs and benefits. Problems of estimation are due in part to the following
· future uncertainty- the future contains unknown factors that attach increased risk and uncertainty to the accuracy pf predictions
· influence of non-measurable items such as introduction of new technology may affect staff morale through fear of change or unemployment
· establishment costs. the initial outlay cost associated with a new project may increase through the need for staff training, market research, research and development and installation costs
	[image: ]	Resources
[bookmark: _Toc29810386]Required reading
Read Chapter 11 of your textbook, section 11.1-11.7
Complete self-test exercises in chapter 11
	[image: ]	Self-check
[bookmark: _Toc29810387]How did you go?
You have completed the topic on Capital budgeting. Complete Review Questions 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 18, 19, 20, 21, 22, 24, 25, 26, 27, 28, 29, 30 and 31 of chapter 11 of your textbook.
	[image: ] 	Practice activity
[bookmark: _Toc29810388]Activity 6.1: Short answers
Answer the following question and show your work. 
Two capital projects have been presented for your evaluation.  The details of each project are as follows:
	
	Project Comma 
	Project Hyphen

	Initial Capital Outlay	
	$200,000
	$100,000

	Cash Income
	$140,000
	$70,000

	Cash Expenses	
	 $80,000
	$50,000

	Economic life		
	10 years
	10 years

	Depreciation p.a.	
	$20,000
	$10,000

	Salvage value	
	Nil	
	Nil	

	Tax rate	
	30%	
	30%	


Each project is depreciated on a straight-line basis. The company has a required rate of return of 10%per annum.
Required:
For each project calculate:
1. Net profit after tax

The Net cash flows

Accounting Rate of Return based on original investment.

the Internal Rate of Return(IRR)	

the Net Present Value	

the payback period 	

Advise which project or projects should be accepted under the following conditions
a. Independent

b. Mutually exclusive
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[bookmark: _Toc29810389]Topic 7: Management of working capital




[bookmark: _Toc29810390]Overview
In this topic you will learn about:
the application of working capital management techniques
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
[bookmark: _Toc20121179][bookmark: _Toc29810391]General concepts of working capital mangement 
Working capital include current assets and current liabilities. The net working capital is the amount that current assets exceed current liabilities. Working capital management techniques ensure business invests effectively in current assets and liabilities and uses appropriate sources of finance and Involves determination of optimal investment in current assets or that level of current assets that maximises firm’s profitability.
[bookmark: _Toc20121180][bookmark: _Toc29810392]Operating cycle
The operating cycle of a business refers to the relationship between current assets and currents liabilities. It refers to the time it takes to complete the business process. The operating cycle of a retailor would normally consists of four steps:
the purchase of goods to sell on credit
the sale of goods or services on credit
the collection of accounts receivable
the payments of accounts payable.
Each step in the operating cycle influences working capital
[bookmark: _Toc20121181][bookmark: _Toc29810393]Accounts receivable management
The level of investment in accounts receivable is dependent on two factors, the volume of credit sales and the average collection period. Both factors have controllable and uncontrollable elements. Economic conditions can affect both the buying habits of consumers and their ability to pay. A business, however, can control its collection policies.
	[image: ]	Resources
[bookmark: _Toc29810394]Required reading
Read Chapter 5 of your textbook, section 5.1-5.7
	[image: ]	Self-check
[bookmark: _Toc29810395]How did you go?
You have completed the topic on Management of working capital. Complete Review Questions 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16 and 17 of chapter 5 of your textbook.
	[image: ] 	Practice activity
[bookmark: _Toc29810396]Activity 7.1: Short answers
Answer the following questions and show your work. 
1. Ten digit Limited currently sells on credit but offers no cash discount. At present the average Accounts Receivable turnover is 60 days (i.e. Accounts Receivable pay within 60 days) with 2% in bad debts. The company’s directors are considering whether to give a 5% discount to all customers who pay cash to increase debt collection. Current sales are $100,000 per month. The discount is expected to change the pattern of receipts from Accounts Receivable as follows:
50% of receipts – Cash sales with the 5% discount 
30% of receipts - one month from time of sale
19% - two months from time of sale
1% - bad debts
Company’s cost of capital is 1% per month.
Required:
Calculate the present value of receipts for:
a. the current position

b. the proposed alternative	

Enertia sells on credit terms only but wants to encourage cash sales by offering a discount. Enertia’s customers currently pay as follows: 
Time of Receipt					Probability
30 days						0.35
60 days						0.20
90 days						0.15
120 days						0.25
The remainder are bad debts
Calculate the discount that could be offered to a cash sale customer to equate that sale with a credit sale. Enertia’s cost of capital is 2% per month.			

Divide and Conquer Ltd has a stock item with an Economic Order Quantity of 600 units.
Lead time is one week
Safety stock levels are 150 units
Annual demand is 10,000 units over a 50 week year
Cost per order is $100
Carrying cost per unit p.a. is $5.55
Required:
Calculate under the above EOQ conditions:
c. The Order cost per annum						

d. Carrying cost per annum							

e. The re-order point							
	
f. Why is it necessary to hold safety stocks?	
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[bookmark: _Toc29810397]Topic 8: Financial ratios




[bookmark: _Toc29810398]Overview
In the analysis of financial information. Ratios are a tool that can be applied to all users of financial information to add meaning to balance sheet and revenue figures and to assist in the identification of strengths and weaknesses in the operation of the business.
In this topic you will learn about:
importance of financial ratios.
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
	[image: ]	Resources
[bookmark: _Toc29810399]Required reading
Read Chapter 6 of your textbook, section 6.1-6.5
Self-testing Exercises in Chapter 6 of the textbook recommended for practicing
	[image: ]	Self-check
[bookmark: _Toc29810400]How did you go?
You have completed the topic on Financial ratios. Complete Review Questions 1, 2, 3, 4, 5, 6, 7, 8 and 9 of chapter 6 of your textbook. 	
	[image: ] 	Practice activity
[bookmark: _Toc11228386][bookmark: _Toc29810401]Activity 8.1: Short answer
Answer the following questions and show your work. 
Magnum Appliances Ltd have the following information relating to their most recent financial reports:
Sales (All Credit)							$10,000,000
Other Operating Expenses						$5,450,000
(excluding COGs but including interest $ 250,000)
Net Profit before Tax 							$950,000
Tax 30%
Ordinary Shares issued @ $2						$8,000,000
10% Preference Shares						 $1,000,000
Dividend declared for the year					10 cts per share
Average Inventory							$650,000
Average Accounts Receivable 					$820,000
Market price of a share						$2.80
Calculate the following ratios:
1. Net profit ratio

Gross profit ratio

Times interest coverage

Dividend Yield

Inventory Turnover

Debtors Collection Period

P/E ratio
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[bookmark: _Toc29810402]Topic 9: Business plans




[bookmark: _Toc29810403]Overview
In an organisation, a business plan is a documented set of business goals, objectives, target market information and financial forecasts that you are aiming to achieve over a certain period of time. It is important to prepare a business plan when starting or growing your business and review it regularly to keep it up to date. 
In this topic you will learn about:
the importance of business plans.
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
	[image: ]	Resources
[bookmark: _Toc29810404]Required reading
Read Chapter 10, section 10.1-10.5 of your textbook.
Self-testing Exercises in Chapter 10 of the textbook is recommended for practicing.
[bookmark: _Toc29810405]Additional resource
Refer to https://www.business.gov.au/planning/business-plans/writing-a-business-plan for further information.
	[image: ]	Self-check
[bookmark: _Toc29810406]How did you go?
You have completed the topic on Business plans. Complete Review Questions 1, 2, 3, 4, 5, 6, 7, 8, 9 and 10 of chapter 10 of your textbook. 
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[bookmark: _Toc29810407]Topic 10: Business analysis




[bookmark: _Toc29810408]Overview
Ratios are useful analytical tools, but ratios themselves are not the complete answer for questions about the performance of a business. The following should be considered:
the choice of accounting method will cause variations in different firm’s financial statements. For example, asset valuation rules may differ between firms.
balance sheets are static reports. They indicate the position of assets and liabilities at a point in time. Trading or management policy may change this ratio.
difficulty of finding a benchmark that indicates whether ratio is good or bad.
ratios mostly use accounting reports as the primary source of information. these reports are historical and do not provide information about future cash flows, risk and return.
the share market is very efficient in absorbing any information that may be relevant to the pricing of a company’s shares ratios only useful for obtaining knowledge about the company’s operations and unlikely to disclose anything about the market place.
In this topic you will learn about:
tools for analysing a business.
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
	[image: ]	Resources
[bookmark: _Toc29810409]Required reading
Read Chapter 7 of your textbook, section 7.1-7.7
Self-testing Exercises in Chapter 7 of the textbook is recommended for practicing.
	[image: ]	Self-check
[bookmark: _Toc29810410]How did you go?
You have completed the topic on Business analysis. Complete Review Questions 1, 2, 3, 4, 5, 6, 7, 8, 9, 10 and 11 of chapter 7 of your textbook. 
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[bookmark: _Toc11228362][bookmark: _Toc29810411]Topic 11: Dividend policy




[bookmark: _Toc11228363][bookmark: _Toc29810412]Overview
Dividends represent a distribution to the shareholder of a company’s profits. As company profits provide a ready source of funds, the dividend policy will determine the way profits are divided between the amount paid to shareholders and what is retained for internal financing of assets.
Legally for a company to pay a dividend there must be sufficient profits and cash. Dividend policy may effect on share price as the pattern of dividend payments may be used by shareholders to make judgements about prospects of the company. 
In this topic you will learn about:
importance of dividend policy in the financial decisions of an organisation.
The activities throughout this resource will assist you in your learning. These activities do not form a part of your final assessment however they will contribute to your understanding of the topic area.
[bookmark: _Toc11228364]	[image: ]	Resources
[bookmark: _Toc29810413][bookmark: _Toc11228378]Required reading
Read Chapter 9 of your textbook, section 9.1-9.7
Self-testing Exercises in Chapter 9 of the textbook is recommended for practicing. 
[bookmark: _Toc29810414]Additional resources
For further reading refer to BP dividend policy https://www.bp.com/en/global/corporate/investors/information-for-shareholders/dividends/dividend-policy.html
[bookmark: _Toc877355]	[image: ]	Self-check
[bookmark: _Toc11228369][bookmark: _Toc29810415]How did you go?
You have completed the topic on Dividend policy. Complete Review Questions 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13 and 14 of chapter 11 of your textbook. 
[bookmark: _Toc29810416]
Appendices
[bookmark: _Toc29810417]References
[bookmark: _Toc29810418]Video
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http://www.youtube.com/watch?v=ZWCXrbnMN-E
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[bookmark: _Toc29810419]Websites
Additional information on simple interest
https://www.mathsisfun.com/money/interest.html 
Additional information on compound interest 
https://www.mathsisfun.com/money/compound-interest.html 
Useful web address for to calculate interest
https://www.canstar.com.au/calculators/term-deposit-calculator/
Writing a business plan
https://www.business.gov.au/planning/business-plans/writing-a-business-plan
Wilson, Clive , Kiers, Bruce, Medlen, Andrew, Walters Brian and Johnston, Rowan 2018 Financial management principles and Applications 6Th edition published by Cengage Learning Australia, South Melbourne. 
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