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Answer all three questions

Michael has been successfully running his landscape garden design business,
Michael’s Architectural Exteriors (MAE) for ten years. He has a large client list from
all over Ireland.

Michael is currently experiencing a great deal of international interest from his social
media posts and customer reviews. He is considering this opportunity. Unfortunately,
Michael does not have the time to dedicate to effective financial decision making.

You are a financial consultant and have been approached by Michael for your
professional business services advice.

(a) Explain the term financial decision making.

[2]

(b) Explain three reasons why effective financial decision making is important
for Michael.
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[6]

(c) Identify three appropriate internal financial resources (sources of finance) that
Michael could use for his business, if they were available to him.

1 [1]

2 [1]

3 [1]
[Turn over
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(d) Michael feels that the best source of financial assistance for his business
is loan capital. As his financial consultant, analyse two advantages and
one disadvantage of loan capital for MAE to use to develop the business
internationally.

The quality of written communication is assessed in this question.

)

t

()

).

)

()

)

\J®
&

)

qg
N

\

),
) Q)

0

)

)

)

\
\

)

*)
\\

1)

JHO))

{\%)

\
\

(p)

)

)

&

y

\

(p)

(5

)

\J%J
)

()

)

»
iy

)

14084

*16SPB3104*

()

\]?
)

\

)

)

\J®
&

()

)
)

g

\

()

)

J‘F'J

\
‘

Q)



SHOHOHUHY
(» (D)

)

O
2=
=~ =
- &

O
)

V)
).

)

)

>

>

)

HOHY 0 W) Q)
\))

UHOHUHOHUHOHUHORUHOHGROH
() (1) () (1) ) ()

()
D

),

CE

),
) £(})
0

)

) - ¢
) () ()

)

OHUHOHUHOHUOHY

D)

Yy

(@)
)

)

14084

[12]

[Turn over

*16SPB3105*




2 (a) Explain two reasons why Michael should set a budget for his business, MAE.

(b) Michael is unclear about variances. Identify and explain the two types of
variance that Michael may encounter when budgeting.

Identification 1:

Explanation 1:

[6] %

[1] =
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Identification 2: [1]

Explanation 2:

[2]
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(c) Michael has provided you with the actual figures for January — April 2024.

Calculate the variances incurred, stating the type of variance.

(i) January 2024
Advertising costs were £45,500
Projected advertising costs were £49,500

[2]
(ii) February 2024
Machinery repairs were £15,000
Projected machinery repairs were £12,000
[2]
(iii) March 2024
Sales revenue was £550,000
Projected sales revenue was £625,000
[2]
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(iv) April 2024
Wages and salaries were £130,555
Projected wages and salaries were £140,555

[2]

Use this space for your calculations.
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(d) Michael is unsure about cash flow forecasting. You have been asked by Michael,
as his financial consultant, to analyse two benefits and one limitation of cash
flow forecasting for his business, MAE.

The quality of written communication is assessed in this question.
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Michael has successfully completed ten years of trading as Michael’s Architectural
Exteriors (MAE).

(a) (i) Identify three profitability or performance ratios which Michael could use
to determine the success of his business.

1 [1]
2 [1]
3 [1]

(ii) ldentify two financial efficiency ratios which Michael could use to determine
the success of his business.

1 [1]

2 [1]

(b) Michael requires your help to calculate some figures for his financial statements.
Use the financial information provided by Michael in Table 1 below, to calculate:

Table 1

Financial Information £

Closing inventory 20,000
Insurance 2,500
Trade receivables 1,800
Bank 5,200
Opening inventory 10,000
Overdraft 4,800
Rates 6,450
Heating 12,550
Cash 500
Trade payables 2,200
Purchases 100,000
Telephone 5,500
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(i) Cost of Sales/Goods Sold

[2]
(ii) Total Expenses

[2]
(iii) Current Assets

[2]
(iv) Current Liabilities

[2]
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(c) Michael is considering using the payback method of investment appraisal for the
new equipment needed for his business. Michael has calculated the payback
periods for the purchase of equipment, shown in Table 2, below.

Table 2
Equipment | Investment Appraisal — Payback Method Results
A 3 years
B 3 years and 6 months
C 3 years and 4 months

As his financial consultant, recommend which new equipment Michael should
select and justify your choice.

Recommendation: [1]

Justification:

[2]

(d) Analyse how Michael could use financial data for making a decision on
diversifying his business to include interior design, which many of his clients
have asked him to consider.

The quality of written communication is assessed in this question.
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THIS IS THE END OF THE QUESTION PAPER

[9]
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