FINANCE AND ECONOMICS EXAM
6TH MAY 2020.


SECTION A 
 	QUESTION 1-

There are different sources of finance which all work in different amounts of time and may apply to certain business only at certain periods in time.
	SHORT TERM

	· Trade Credit

	· Bank Overdrafts

	· Factoring

	· Bills of exchange

	· Commercial Paper

	MEDIUM TERM 

	· Bank Loans

	· Credit Sales

	· Hire Purchase

	· Leasing

	LONG TERM

	· Debentures

	· Other types of loans

	· Shares


When choosing finances for a business, it is essential that is it adequate for the business. Choosing finances which may benefit the business, short term or maybe also long term.
It is important that which every finance a business uses it is pays for the need of the business. Also it is essential and important that these finances cover up the cost for what is needed. It is also important that is used in a coordinated manner so it does not leave the business in massive interest payments. Sources of finance available are important for firms and business as it gives business an opportunity to grow.
 
WHY ARE THEY IMPORTANT?
Sources of finance are important because it helps business reach their goals and targets without the stress of funding and expenditure.
Sources of finance is important for :
Meeting goals: It is impossible to achieve your long-term and short-term goals without effectively managing your finances. Inefficient management of finances could lead to liquidity shortages. You need funds for business growth, market competition, and to keep your business operational and maintain your customer base.

Achieving Financial Goals: Every business owner has a vision for his company, and that vision is frequently manipulated by managing and prioritizing the use of financial resources. Given a set amount of finances, your financial objectives and anticipations will shape how you spend your business funds. For example, your immediate goal may be to increase sales by financing discounts, or you may have a long-term goal of expanding your manufacturing capacity for lower average costs. If you draw most of your finances from loans, repaying the principal amount and interest should concern you. If you obtain financing from your investors’ money, giving them the best possible returns must be a key objective.

Activities in a business which might be financed:
1. Starting up the business.
2. Having enough cash to pay wages and also suppliers on time.
3. Some business need finances when they need to expand.
4. Business tend to need finances to help assist them in areas which might not have been thought off , example advertising, and updating the stores and businesses equipments.
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SECTION B 
	QUESTION 3-
a. Return on Capital Employed 
Return on capital employed = (Net profit / capital employed)
Capital employed =  total assets = 5000 + 6000 = 11,000
			6,950/ 11,000 = 0.63                                140.4%      0/5

b. Gross profit ratio = gross profit / sales
8,200/12,500= 0.656              4/5

c. Net Profit ratio = Net Profit / sales
6,950/ 12,500= 0.556             4/5

d. Debtors collection Period = Average debtors/credit sales * 365
Average of debtors = 1,500+1,250 / 2 =1375
1,375 / 12,500 =  40.15                                         5/5

e. Creditors Collection Period = Average creditors / credit purchase  *365
Average of Creditors = 1,500 + 1500 /2 = 1,500
1,500 /  3000 * 365= 182.5                                        4/5

f. Stock turnover ratio = Cost of sales / Average stock
Average stock = 3,000 + 4,300/ 2 =3650
12,500 / 3650= 3.424                                                     0/5

g. Assets Turnover Ratio = sales / Average Total ASSETS
Average of total assets = 5000+ 6000 /2
12,500 / 5,500 =2.272  app. 2.3                                      5/5

h. Current Ratio: current assets / current liabilities
51,322 / 15,340 =  3.3456 app. 3.4                                             4/5
i. Quick Ratio: Current assets – stock / current liabilities 
51,322 – 23,00 / 15,340 = 1.846 app. 2                                                   4/5

j. Gearing Ratio: Long term borrowing / total long term capital
30,000/  51,322 = 0.584 app 0.6                                                   0/5
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