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Financial management
Activities
Activity 1
In your own words, explain the role and importance of financial management to a manufacturer whose objective is to improve quality.

Activity 2

Describe the contents of the following financial statements (identify at least two items that would be shown in each):
· a Trading Account

· a Profit and Loss Account

· a Balance Sheet.

Activity 3
Explain the following accounting terms associated with the Trading, Profit and Loss Accounts:

· Sales

· Cost of goods sold (cost of sales)

· Gross profit

· Net profit.

Activity 4
Explain the following accounting terms associated with the Balance Sheet:

· Debtors

· Creditors

· Fixed assets

· Current assets

· Capital

Activity 5

Describe three uses of ratio analysis.

Activity 6

Identify the formulae for the most common ratios that demonstrate profitability, liquidity and efficiency.

Activity 7
Copy out and complete the following table with two possible actions a firm could take to improve the situation shown by the ratios.

	
	Year 1
	Year 2
	Possible action

	Gross profit percentage
	20%
	15%
	· 

	Mark-up ratio
	30%
	25%
	· 

	Net profit percentage
	15%
	12%
	· 


Activity 8
Describe items that are not shown in the annual accounts but which could have a major influence on the performance of an organisation.

Activity 9
Many businesses go into liquidation and close down because of liquidity problems, not necessarily because of lack of profits.  Explain the term ‘liquidity’.

Activity 10
Copy the following table and then list six items for each column.

CASH FLOW

	Cash coming into the business (inflows)
	Cash going out of the business

(outflows)

	
	

	
	

	
	

	
	

	
	

	
	


Activity 11
Copy and complete the following table, suggesting two appropriate solutions to resolve each problem.

	Source of cash flow problem
	Resolution to cash flow problem

	purchase of an expensive asset
	

	
	

	too much money tied up in stock
	

	
	

	debtors not paying on time
	

	
	

	high expenses
	

	
	

	borrowing too much from bank with high interest repayments
	

	
	

	
	


Activity 12
Describe the benefits to management of using budgets e.g. for production, sales and cash.

Activity 13

Describe possible courses of action which could be taken by a manager when:
· a cash surplus is forecast

· a cash deficit is forecast.

Activity 14
How might the following stakeholders use the financial information of an organisation?
· the public

· owners/shareholders

· creditors
Solutions 

Activity 1
to make sure there are sufficient funds for the organisation to buy all the resources it needs to achieve its objectives i.e. appropriate quality of raw materials, correctly trained staff, well maintained machinery

to make sure there is enough money to recruit and pay for a new quality inspector to satisfy the objective of improving quality

to make sure that all the costs/expenses are under control 

to make sure that the organisation is performing profitably and efficiently without compromising quality

to reduce costs of electricity and gas by changing to a cheaper supplier

Activity 2

A trading account shows the sales and cost of sales resulting in the calculation of the gross profit;  purchases, opening and closing stocks, sales, sales returns.
A profit and loss account shows the net profit or loss after all the expenses have been deducted from the gross profit, and any items of income added on to the gross profit; rent, wages, electricity, commission received.
A balance sheet shows the value of an organisation as at a particular date; fixed assets e.g. equipment, vehicles; current assets e.g. stock, debtors, cash; current liabilities e.g. creditors; financed by e.g. capital.
Activity 3
· the amount of money received from selling goods

· the cost of buying in of raw materials together with any production costs before the goods/services are then sold to customers

· the amount of money made from the buying and selling of goods/services

· the amount of money made after all the expenses have been deducted from the gross profit

Activity 4
Debtors are customers who have received goods from the firm but have not yet paid for them.
Creditors are the suppliers who have sold goods to the firm on credit and to whom the firm owes money.
Fixed assets are items that the firm owns and will keep for more than one year.
Current assets are items that the firm owns and will keep for less than a year.
Capital is the investment that the owners/shareholders have put into the firm.
Activity 5

· to compare current performance with performance in previous years

· to compare performance with performance of similar organisations

· to assist in decision-making

· to interpret information, identify differences and decide how best to improve performance

· to highlight trends over a period of time

Activity 6

Profitability
· gross profit percentage 
(gross profit/sales) x 100%

· mark-up 
(gross profit/cost of goods sold) x 100%

· net profit percentage 
(net profit/sales) x 100%

Liquidity
· current ratio 
current assets : current liabilities

· acid test ratio
current assets – stock : current liabilities

Efficiency
· return on capital employed
net profit/opening capital x 100%

Activity 7
	
	Year 1
	Year 2
	Possible action

	Gross profit percentage
	20%
	15%
	Increase its selling price

Find cheaper suppliers

Negotiate discounts from present suppliers

	Mark-up ratio
	30%
	25%
	Find cheaper suppliers

Negotiate discounts from present suppliers

Raise selling price of goods

	Net profit percentage
	15%
	12%
	Identify expenses which need to be reduced

Improve gross profit %age


Activity 8
· the stage of each of the firm’s products in their life cycles

· the morale of the workforce

· the technology used

· the competition/external factors e.g. recession

Activity 9
The ability to have or have access to sufficient cash or near cash assets, to meet everyday expenses or running an organisation.

Activity 10
CASH FLOW

	Cash coming into the business
	Cash going out of the business

	Loan received
	Loan repaid

	Increase in creditors
	Decrease in creditors

	Sale of a fixed asset
	Purchase of a fixed asset

	Decrease in debtors
	Increase in debtors

	Net capital invested
	Drawings, dividends paid

	Profits
	Losses

	Property rental
	Payment of wages

	Interest on bank accounts
	Interest on bank loans

	Cash sales
	Purchase of goods for resale


Activity 11
	Source of cash flow problem
	Resolution to cash flow problem

	purchase of an expensive asset
	purchase item on hire purchase

	
	sell any unnecessary assets

	too much money tied up in stock
	introduce JIT

	
	offer discounts, promote product

	debtors not paying on time
	offer discounts to encourage prompt payment

	
	debt factoring

	high expenses
	cut expenses, reduce waste

	
	change to a cheaper supplier

	borrowing too much from bank with high interest repayments
	arrange credit with suppliers

	
	promotions to encourage cash sales

	
	take on a partner, sell shares


Activity 12
· allows departmental managers to be given some freedom to be responsible for these tasks

· allows managers to organise resources – the right resources to be in the right place at the right time

· allows managers to gain information and plan ahead

· sets targets for managers and employees to achieve

· allows monitoring and controlling to take place e.g. setting a budget and then comparing it to actual performance 

· allows managers to anticipate future expenditure and adapt quickly to remedy problems

· allows managers to plan for the future

· allows managers to forecast trends

Activity 13

Surplus – invest money in assets, plan development, deposit cash in a high earning account

Deficit – arrange a bank loan/overdraft, cut spending, change to cheaper supplier, increase revenue from sales, lease equipment, ask for longer credit period

Activity 14
The public would use the information to assess whether or not the company is likely to continue trading, to assess if there will be more or less employment, to find out if there will be any further impact on the local environment if the organisation is growing.

Shareholders will use the information to decide if they should reduce or increase their investment or compare the return with other options available.  They can also judge if the board has been making good decisions or not.

Creditors will use the information as to whether or not they are going to be repaid in the short term and in the future to see if they will lend any money or supply goods.

Human resource management
Activities

Activity 1
Describe the changing pattern of employment.

Activity 2

Discuss the advantages and disadvantages of flexible work practices, such as part-time working, agency workers, fixed-term contracts and contractors, to an organisation.

Activity 3
Explain the purpose of the following documents:

· job analysis

· job description

· person specification.

Activity 4
Explain what is meant by internal and external sources of recruitment.

Activity 5

Describe the advantages and disadvantages of recruiting internally and externally.

Activity 6

Describe the purpose of the following methods of selection:

· application forms

· interviews

· assessment/testing centres.

Activity 7
Discuss the problems an organisation might have if its recruitment and selection procedures are of poor quality.

Activity 8
Describe the following types of training and outline their benefits:

· induction
· on the job training
· off the job training.

Activity 9
One of the main methods of establishing the training and development needs of an employee is through appraisal.  Explain other purposes of an appraisal to employees and the organisation.

Activity 10
Good employee relations will help ensure that an organisation meets its objectives.  Identify the main groups involved in employee relations.

Activity 11
Describe the term ‘collective bargaining’ and explain the procedure involved.

Activity 12
Organisations may use financial incentives to motivate employees.  Identify and describe other methods used to improve employee relations.

Activity 13

Identify legislation which exists to protect employees in the workplace.

Describe two duties within this legislation for 

· the employee, and

· the employer.

Activity 14
Identify and describe two different pieces of legislation regarding wages.

Activity 15
Read the article below and then answer the following questions.

LECTURERS VOTE TO TAKE PAY OFFER

University lecturers have voted to accept a pay rise of 13.1% over three years, ending a long-running dispute with employers. The deal, as a result of negotiations by leaders of the University and College Union, follows a 3-month boycott of exam and coursework marking. Some 71% of UCU members who took part in the ballot voted to accept the offer, while 29% voted against. The union had been seeking a pay rise of more than 20% over three years.
The boycott of exam and coursework marking had threatened to disrupt thousands of graduations this summer and delay job applications. 

The industrial action was suspended last month, after union leaders agreed to the deal. 

The UCU said a “very large” number of members had taken part in the nationwide ballot which followed. 

Geoffrey Copland, chairman of the Universities and Colleges Employers’ Association, said: “I am delighted at the substantial support for the pay agreement. 

“This news will be welcomed by employers, staff, students, parents and all those affected by the recent dispute.” 

Source: http://bbc.news.co.uk July 2006
1. Identify three major stakeholders in the above situation and describe their interest and influence.

2. Describe the role of an industrial tribunal.

3. ACAS is an institution that has been created to help ensure that disputes between employers and employees are kept to a minimum.  Describe the different ways it could help if the above dispute had not been resolved.

4. A human resources manager needs to forecast the staffing changes of an organisation.  Outline possible future staffing changes in any organisation.

5. Describe the costs and benefits of training staff for an organisation.

6. Explain the steps a human resources manager might take should an organisation have a high turnover of staff.

7. Discuss the use of ICT in training staff.

8. Outline the steps an employer could take when an employee breaks the rules of an organisation.

Activity 16

Read the following article and then answer the questions below.

SPA SEEKS HEALTHIER PROFITS

Big spenders can easily splash out money whilst visiting Stobo Castle, the health spa near Peebles in southern Scotland.  Some guests visit for relaxation and pampering, others for exercise, toning, personal treats or beauty boosts.  But spas are no longer just a place for the wealthy to get healthy, and now the Castle is trying to attract guests with more modest incomes.  With competition intensifying, Stobo has to trim costs and attract skilled staff.
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The Managing Director, Stephen Winyard, is looking at a business makeover that will involve increasing resident guest capacity from 15,000 to 17,000 guests a year.  To do that, he has just opened another 12 bedrooms.  This cost £600,000.  

He also needs to find extra staff to pamper the guests and is about to embark on a nationwide recruitment campaign.  There is one member of staff for every guest and, of the 160-strong workforce, 60 are trained beauticians.  ‘We need 15 more beauticians’, said Winyard.  ‘That will be difficult because they are highly sought after.  We will have to look far and wide to find the right people.  Competition for staff is fierce in the spa business.’
But Stobo needs more than beauticians.  Accommodating an extra 2,000 residential visitors a year will require more pairs of hands in areas such as catering and housekeeping.  With recruitment and training costs amounting to £3,000 a month, finding the right personnel does not come cheap.  
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Some of the rooms cost £500 per person per night, 
including meals and various health and beauty treatments. 
However, to attract a wider audience, the business has 
set a lower room rate of £99 per night.  Guests will then 
have the option to buy treatments to suit their own 
budgets.

With guests paying an average of £135 a night, Winyard 
is reviewing his pricing strategy so that Stobo will appeal 
to more people than just the big spenders.  More people may be looking to be pampered, but Stobo faces steadily increasing competition to stay ahead of their rivals.

Winyard has to keep tight control over Stobo’s costs.  A large expense on its balance sheet is the depreciation associated with the 200-year old castle, which amounts to more than £500,000 a year.  One of the greatest overheads for Stobo is staff salaries which account for 34% of turnover.  ‘We could trim staff costs by shedding a maid or housekeeper, but that would compromise customer service.’  Maintenance costs for the building including the state-of-the-art equipment used in the gym and the spa requires £100,000 a year.  Electricity and oil for heating costs £90,000 and the business is still trying to reduce long term debts.  Retained profits are being used to reduce borrowings over the next 10 years.
Sources: The Sunday Times May 2005
© The Sunday Times
www.stobocastle.co.uk
1. Identify at least five problems for Stobo Castle from the article.

2. Outline the various stages involved in a recruitment policy.

3. Explain the advantages of training for an employee.

4. Identify five different places that jobs could be advertised.

5. Stobo Castle decided to use retained profits to pay back long-term borrowings.  Explain the advantage of this method.  

6. Suggest and justify two other ways of financing the spa’s extension.

7. Describe the costs and benefits of Stobo Castle reviewing its pricing strategy – having rooms at the lower price of £99, when previously it attracted a more exclusive market segment.

8. Stobo Castle uses ratios to highlight profitability and performance.  Explain the limitations of ratio analysis.

Solutions
Activity 1
· more flexible hours demanded

· people more likely to change jobs rather than one job for life

· greater need for qualifications for more jobs

· increase in part-time work

· increase in short-term contracts

· more women working in full-time employment whilst raising children

· more jobs in call centres and tourism

· traditional jobs in heavy industries declining

· increase in jobs in tertiary sector

Activity 2

· organisation saves on salaries, office space and equipment

· less sick pay, holiday pay, pension and national insurance contributions 

· less absenteeism therefore productivity levels rise

· quicker to respond to changes in market place e.g. can hire more staff, let staff go

· agency/contract staff less likely to be committed to organisation

· customers less happy if staff change frequently

· more time spent by HRM recruiting and training

Activity 3
· job analysis – to establish if a job vacancy exists

· job description – basis for job advert, to describe the tasks involved in the job

· person specification – to identify the type of person you want to do the job; used to match against applications for the job

Activity 4
internal – job advertised within the organisation only

external – job advertised outwith the organisation – people outside the organisation have the opportunity to apply

Activity 5

Internally
· managers already know strengths and weaknesses of person

· risk of appointing wrong person reduced

· good opportunity for staff

· easier and quicker for member of staff to settle in

· faster and cheaper to recruit

· limited range of applicants

· need to fill another post 

Externally
· wider range of applicants

· expensive and more time-consuming to recruit

· new worker may bring new skills and ideas to existing workforce

Activity 6

· Application forms – to decide which applicants match the person specification and to select suitable candidates for interview/consideration

· Interviews – to gather more information from candidates and compare their responses; to allow the candidates to seek further information about the organisation or the job; to see how the candidates react 

· Assessment centres – to monitor a range of skills e.g. leadership, reaction under stress, personality traits, social skills

· Testing – to establish whether candidates are medically fit, have the required level of intelligence or personality for the post

Activity 7
· wrong person appointed

· quality and quantity of work is poor

· errors or accidents occur

· complaints from customers

· employee not satisfied – finds job too easy, too hard, stressful

· employee leaves, recruitment procedure starts again

· work of other employees disrupted

Activity 8
Induction training – training given to new employees

· it allows the employee to become familiar with their surroundings and new colleagues

· company background and policies such as Health and Safety may be included

On the job training – where training takes place at the normal place of work while employee is actually working

· more likely to use actual machinery/equipment/procedures needed in the actual job

· fellow experienced workers can give advice and help

· lower costs involved compared to off-the-job training

· less need to travel, be away from home compared to off the job training

· some production may actually take place whilst training

Off the job training – where training takes place away from the normal place of work e.g. college, training centre or even a training department within workplace

· usually carried out by an expert in the particular field

· less distractions compared to workplace

· can concentrate on training/no need to produce and train at the same time

Activity 9

· to raise any concerns or issues (a two-way process)

· to set objectives for the future

· to determine bonuses or pay scale

· to highlight potential for promotion

· to provide feedback to the employee

· to improve the performance of the employee

Activity 10

· trade unions

· employers

· employers’ associations 

· CBI

· ACAS

Activity 11
Collective bargaining is where workers allow a union representative to negotiate a change to current pay and conditions on their behalf, with an employer or an employers’ association.
· employer or employees propose a change to present agreement e.g. employers offer a 5% wage increase to employees

· the union asks its members if this is acceptable or not, and usually make a counter claim

· both sides then negotiate on the understanding that their initial offer is not the final position

· representatives from both sides go back and discuss each offer until an agreement is reached – usually a compromise

Activity 12
· Works council – where representatives of employees have legal right of access to information on employee matters and have joint decision making powers.
· Quality circles – where groups of workers meet regularly to identify, analyse and try to solve work problems.
· Job enlargement – where a variety of tasks are given to employees to reduce the boredom level and the repetitive nature of some jobs.
· Job enrichment – allows teams of workers to decide how best to complete/tackle a particular task.
Activity 13

Health and Safety at Work Act 1974

Employers’ duties include:
· ensuring that all machinery is properly maintained

· ensuring that all staff are adequately trained and informed of potential dangers

· ensuring that risk assessments are undertaken of the building and of each task employees are asked to carry out 

· meeting minimum regulations concerning temperature, first aid, space, cleanliness, etc.
Employees’ duties include:
· taking reasonable care for the health and safety of themselves and of others

· reporting any dangerous situations in the workplace

· not interfering with or misusing anything provided in the interests of health, safety or welfare

Activity 14
Equal Pay Act 1970 – states that all employees should receive the same rate of pay where work of equal value is undertaken

National Minimum Wage Act 1998 – states the minimum wage that must be paid to employees with different rates for youths of 18–21 and a higher rate for those aged 22 and over.
Activity 15
1. Staff/university lecturers – they want a pay rise and can influence this by going on strike, boycotting the marking of exams and coursework.
Students – they are interested in getting their work marked, lectures/education back to normal and they want to graduate; they do not want their job applications delayed; they can complain to the University or perhaps join in the protest with the lecturers.
The university, the employers – they are interested in the lecturers getting back to work; they are also interested in the students graduating; they are interested in portraying a good image to the public and their influence is the pay rise they offer.
2. An employee has the right to take his/her employer to an industrial tribunal when a dispute remains unsettled.  It is also used for Unfair Dismissal cases.

3. 
prevent and resolve problems between employers and staff – help settle disputes 

· provide information and advice e.g. Contracts of Employment

· promote good practice

· assign a conciliation officer who will explain the legal aspects of the case and point out the options available to both parties

· can arbitrate – recommend a course of action that both parties agree to abide by

4. 
staff leave for another job

· staff are promoted

· staff retire

· staff are no longer required – surplus or dismissed

5. 
achieves a multi-skilled workforce

· easier to respond to changing customer demands

· improved quality and quantity of work

· more motivated staff

· better reputation for organisation

· easier to attract new staff

· costs involved sending staff on training courses (travel, accommodation, actual cost of courses)

· cost of other staff brought in to cover whilst staff being trained

· quantity and quality of output lower whilst staff learning

· accidents may rise whilst training

· staff may leave for better paid jobs

· some staff may resist training if it involves a new way of working

· cost of pay rise/qualification award for staff completing training successfully

6. 
interview remaining staff, find out the problem; hold an exit interview
· improve/act on any complaints e.g. improve conditions, pay rise

· improve recruitment and selection procedures

7. 
use of videos for demonstrations, these can be re-used

· interactive CD/DVDs for tasks and tests

· Powerpoint presentations to make training more interesting, to many people at the same time

· using an LCD projector

· computer simulated training to reduce costs e.g. flight/driving simulators

· could be done at a time and place of own choosing

· training could be done by remote working

· send and receive emails from trainer/trainee 

· documents for reading, marking etc could be sent as attachments to emails 

8. 
they must follow the organisation’s written disciplinary policy e.g. give the employee a verbal warning(s)

· offer some sort of support e.g. arrange training

· move the employee to a different department

· offer counselling

· if problem repeated, give the employee a written warning

· summary dismissal

Activity 16

1. They are trying to attract customers from a wider market segment.
They need to cut costs.
They need to recruit beauticians, catering and housekeeping staff.
Competition for staff is fierce.
They need to stay ahead of rivals.
Depreciation of the 200 year old castle costs over £500,000 a year.
They have long-term debts.
2. Identify the main features of the job and prepare a job analysis.
Decide if there is a vacancy.
Draw up a job description as the basis for the job advert.
Prepare a person specification to identify the type of individual wanted.
Advertise the vacancy.
3. 
Employee will be more motivated

· It will upgrade their skills, develop new skills

· May be given a pay rise

· May be offered promotion

· It will improve their CV

· It will help them reach their full potential

4. 
Internally – within the organisation

· Local or national newspapers

· Specialist magazines or journals

· Internet website for organisation

· Job centre

· Recruitment agency

· Schools/colleges/university

5. Retained profits would not incur paying back or paying back with interest which most other methods would

6. Bank loan can be quickly arranged and repaid over a number of years, making payments more manageable

Mortgage can be paid back over a long period e.g. 25 years and interest is often lower than a bank loan
7. 
May put off their wealthy customers who no longer think the spa is exclusive

· Wealthy guests may want the cheaper priced rooms instead of the expensive ones

· Will reduce profits.
· Will attract a different market segment

· Will attract a wider audience, therefore sales will rise

· Will be able to compete with other spas more effectively

· Can target prices, promotions to meet needs of each segment.
8. Ratios do not reveal staff shortages, staff turnover.
The ratios do not take into account any external factors e.g. competition.
The information is historical.
Must compare with firms of similar size and type.
Cannot tell the stage of the product life cycle from the ratios – they must be put into context.
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