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Series 1: Foundations of Financial Decisions and 

Markets 

Series Outline 

• Part 1.1: Nature and Scope of Financial Decisions 

• 1.1.1 Meaning of financial decisions 

• 1.1.2 Types of financial decisions (investment, financing, dividend) 

• 1.1.3 Importance of financial decision-making in business 

• Part 1.2: Overview of Financial Markets 

• 1.2.1 Definition and role of financial markets 

• 1.2.2 Types of financial markets (money market, capital market) 

• 1.2.3 Participants in financial markets 

• Part 1.3: Link between Financial Decisions and Financial Markets 

• 1.3.1 How financial markets influence business decisions 

• 1.3.2 Flow of funds between investors and firms 

• 1.3.3 Case examples of decision-making in markets 

• Part 1.4: Ethical and Strategic Considerations in Financial Decisions 

• 1.4.1 Ethical issues in financial decision-making 

• 1.4.2 Strategic alignment of financial decisions with corporate goals 

• 1.4.3 Emerging trends in financial markets 

 

Introduction 
In every organisation, decisions about money are among the most critical choices managers 

make. Whether it is deciding how much to invest in new equipment, determining the right mix of 

debt and equity, or choosing how to distribute profits, financial decisions shape the future of a 

business. These decisions do not occur in isolation, they are influenced by the wider financial 

markets where funds are raised, invested, and exchanged. Understanding this foundation is 

essential for anyone who wishes to grasp the workings of business finance and its role in 

corporate success. 

The aim of this Series is to introduce you to the fundamental principles of financial decision-

making and the structure of financial markets. By the end of the Series, you will be equipped 

with the knowledge to explain the nature of financial decisions, describe the role of financial 

markets, and analyse how both interact to influence business outcomes. 

We shall commence this Series by examining the nature and scope of financial decisions, 

focusing on their meaning, types, and importance. Next, we will explore the overview of 

financial markets, considering their definition, types, and participants. Following that, we will 

study the link between financial decisions and financial markets, highlighting how funds flow 

between investors and firms. Finally, we will wrap up by discussing ethical and strategic 

considerations in financial decisions, including emerging trends that shape modern financial 

practice. 
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Series Learning Outcomes 
Upon completing this Series, you should be able to: 

• 2.1 define the meaning of financial decisions and identify their main types, 

• 2.2 explain the importance of financial decision-making in business operations, 

• 2.3 describe the role and functions of financial markets in the economy, 

• 2.4 distinguish between the major types of financial markets and their participants, 

• 2.5 analyse the interaction between financial decisions and financial markets, 

• 2.6 evaluate ethical issues that arise in financial decision-making, and 

• 2.7 assess how strategic and emerging trends influence financial decisions in modern 

business practice. 

 

1.1 Nature and Scope of Financial Decisions 

1.1.1 Meaning of financial decisions 
A financial decision refers to a choice made by managers or individuals concerning the 

allocation and use of money within a business. It involves determining how funds are raised, 

invested, and distributed to achieve organisational goals. Financial decisions are central to 

business success because they directly affect profitability, liquidity, and long-term sustainability. 

When managers decide whether to purchase new machinery, expand into a new market, or 

borrow funds, they are making financial decisions. These choices require careful analysis of 

costs, benefits, risks, and expected returns. 

Fill in the blank: Financial decisions are choices concerning the allocation and use of ______ 

within a business. 
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1.1.2 Types of financial decisions 
There are three major types of financial decisions: 

Investment decisions: These involve allocating funds to projects or assets that will generate 

future returns. For example, deciding whether to build a new factory or invest in technology. 

Financing decisions: These concern how a business raises funds to support its operations and 

investments. Options include equity financing (issuing shares) or debt financing (borrowing from 

banks). 

Dividend decisions: These relate to how profits are distributed to shareholders. Managers must 

decide whether to retain earnings for reinvestment or pay them out as dividends. 
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Fill in the blank: The three major types of financial decisions are investment, ______, and 

dividend decisions. 

1.1.3 Importance of financial decision-making in business 
Financial decisions are important because they determine the direction and stability of a 

business. Poor decisions can lead to insolvency, while sound decisions enhance growth and 

competitiveness. 

Key reasons why financial decision-making is important include: 

• Ensuring efficient allocation of resources. 

• Balancing risk and return. 
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• Supporting long-term sustainability. 

• Enhancing shareholder value. 

For instance, if a company invests in a project without evaluating its risks, it may lose money 

and weaken its financial position. Conversely, a well-analysed investment can generate profits 

and strengthen the business. 

Fill in the blank: Sound financial decisions enhance ______ value and support long-term 

sustainability. 
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Pilot questions 1.1 
1. Which of the following best defines a financial decision? a) A choice about marketing 

strategies b) A choice about the allocation and use of money c) A choice about employee 

recruitment d) A choice about customer service 

2. Which type of financial decision involves determining how profits are distributed to 

shareholders? a) Investment decision b) Financing decision c) Dividend decision d) 

Strategic decision 

3. Which of the following is an example of a financing decision? a) Deciding to purchase 

new machinery b) Issuing shares to raise capital c) Retaining profits for reinvestment d) 

Expanding into a new market 

4. Why are financial decisions important in business? a) They determine the colour of 

company logos b) They influence profitability and sustainability c) They decide 

employee dress codes d) They control customer satisfaction directly 

5. Fill in the blank: Poor financial decisions can lead to ______. 

 

1.2 Overview of Financial Markets 

1.2.1 Definition and role of financial markets 
A financial market is a platform, either physical or virtual, where buyers and sellers engage in 

the exchange of financial assets such as shares, bonds, and currencies. Its primary role is to 

facilitate the flow of funds between those who have surplus capital (investors) and those who 

need capital (businesses and governments). Financial markets provide liquidity, meaning they 

allow assets to be easily bought and sold, and they help in price discovery, which is the process 

of determining the fair value of assets. 

Fill in the blank: A financial market is a platform where ______ and sellers exchange financial 

assets. 
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1.2.2 Types of financial markets 
Financial markets can be broadly classified into two categories: 

Money market: This market deals with short-term funds and instruments such as treasury bills, 

commercial papers, and certificates of deposit. It provides businesses and governments with 

quick access to liquidity. 

Capital market: This market deals with long-term funds and instruments such as shares and 

bonds. It enables businesses to raise funds for expansion and long-term projects. 

Fill in the blank: The money market deals with ______-term funds, while the capital market 

deals with long-term funds. 
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1.2.3 Participants in financial markets 
Participants in financial markets include individuals, institutions, and governments. 

• Investors: Individuals or organisations who provide funds in expectation of returns. 

• Businesses: Companies that raise funds to finance operations and investments. 

• Governments: Authorities that borrow funds to finance public projects. 

• Financial intermediaries: Institutions such as banks, brokers, and investment firms that 

facilitate transactions between buyers and sellers. 
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Each participant plays a unique role in ensuring that financial markets function effectively. For 

example, investors supply capital, businesses utilise it, and intermediaries connect the two sides. 

Fill in the blank: Financial intermediaries such as banks and brokers act as ______ between 

buyers and sellers in financial markets. 

 

Pilot questions 1.2 
1. Which of the following best describes the role of financial markets? a) To determine 

employee salaries b) To facilitate the flow of funds between investors and businesses c) 

To regulate customer service standards d) To design company logos 

2. Which market deals with short-term funds and instruments such as treasury bills? a) 

Capital market b) Money market c) Stock market d) Bond market 
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3. Which of the following is an example of a capital market instrument? a) Treasury bill b) 

Commercial paper c) Ordinary shares d) Certificate of deposit 

4. Who among the following is considered a financial intermediary? a) A government 

agency b) A commercial bank c) An individual investor d) A manufacturing company 

5. Fill in the blank: The capital market enables businesses to raise funds for ______ 

projects. 

1.3 Link Between Financial Decisions and Financial Markets 

1.3.1 How financial markets influence business decisions 
Financial markets play a crucial role in shaping the choices businesses make. When interest rates 

in the money market are high, borrowing becomes expensive, and firms may delay or reduce 

investment projects. Conversely, when the capital market is buoyant, companies can issue 

shares at favourable prices, making it easier to raise funds for expansion. 

In this way, financial markets act as a mirror of economic conditions, guiding managers on 

whether to pursue aggressive growth strategies or adopt a more cautious approach. 

Fill in the blank: When interest rates are high, borrowing becomes ______ for businesses. 
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1.3.2 Flow of funds between investors and firms 
The flow of funds refers to the movement of money from investors to businesses through 

financial markets. Investors provide capital by purchasing shares, bonds, or other securities. 

Firms then use these funds to finance operations, invest in new projects, or expand their 

activities. 

This flow is not one-directional. Businesses also return funds to investors in the form of 

dividends, interest payments, or capital gains. The continuous cycle ensures that both sides 

benefit: investors earn returns, and firms gain access to resources. 

Fill in the blank: The movement of money from investors to businesses through financial 

markets is called the flow of ______. 
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1.3.3 Case examples of decision-making in markets 
Consider a company planning to build a new factory. If the capital market is strong, the company 

may issue shares to raise funds. However, if the market is weak, it may rely on bank loans or 

delay the project altogether. 

Another example is dividend policy. A firm may decide to retain profits for reinvestment if the 

market signals that growth opportunities are abundant. On the other hand, if investors demand 

immediate returns, the firm may declare higher dividends to maintain investor confidence. 

Fill in the blank: A company may issue ______ to raise funds when the capital market is strong. 
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Pilot questions 1.3 
1. Which of the following best explains how financial markets influence business decisions? 

a) They determine employee salaries b) They affect borrowing costs and share prices c) 

They regulate customer service standards d) They decide company logos 

2. What term describes the movement of money from investors to businesses through 

financial markets? a) Capital structure b) Flow of funds c) Dividend policy d) Risk 

management 

3. Which of the following is an example of a firm raising funds when the capital market is 

strong? a) Issuing shares b) Borrowing from banks c) Retaining profits d) Cutting costs 
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4. Why might a firm declare higher dividends? a) To reduce borrowing costs b) To maintain 

investor confidence c) To expand into new markets d) To increase employee salaries 

5. Fill in the blank: Investors provide capital by purchasing ______, bonds, or other 

securities. 

 

1.4 Ethical and Strategic Considerations in Financial Decisions 

1.4.1 Ethical issues in financial decision-making 
Ethics refers to the principles of right and wrong that guide behaviour. In financial decision-

making, ethics ensures that choices are fair, transparent, and responsible. For example, managers 

must avoid insider trading, which is the illegal practice of using confidential information to gain 

financial advantage. They must also ensure that financial reports are accurate and not misleading. 

Ethical lapses can damage a company’s reputation and lead to legal consequences. Therefore, 

managers are expected to act with integrity and accountability when making financial decisions. 

Fill in the blank: The illegal practice of using confidential information for financial gain is called 

______ trading. 
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1.4.2 Strategic alignment of financial decisions with corporate goals 
Strategic alignment means ensuring that financial decisions support the overall objectives of the 

organisation. For instance, if a company’s goal is to expand internationally, its financing 

decisions should focus on raising long-term capital to support that expansion. Similarly, 

investment decisions should prioritise projects that strengthen global competitiveness. 

When financial decisions are aligned with corporate strategy, resources are used effectively, and 

the organisation is more likely to achieve sustainable growth. 

Fill in the blank: Strategic alignment ensures that financial decisions support the overall ______ 

of the organisation. 
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1.4.3 Emerging trends in financial markets 
Emerging trends in financial markets are reshaping how decisions are made. Examples include: 

• Digital finance: The use of technology such as mobile banking and online trading 

platforms. 

• Sustainable finance: Investment decisions that consider environmental, social, and 

governance (ESG) factors. 

• Globalisation: Increased integration of financial markets across countries, influencing 

both risks and opportunities. 

Managers must stay informed about these trends to make relevant and forward-looking financial 

decisions. 
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Fill in the blank: Investment decisions that consider environmental, social, and governance 

factors are known as ______ finance. 

Pilot questions 1.4 
1. Which of the following is considered an ethical issue in financial decision-making? a) 

Insider trading b) Strategic planning c) Market expansion d) Product innovation 

2. What does strategic alignment in financial decisions ensure? a) That decisions support 

corporate goals b) That decisions reduce employee turnover c) That decisions improve 

customer service d) That decisions increase advertising budgets 
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3. Which of the following is an example of sustainable finance? a) Investing in 

environmentally friendly projects b) Using insider information to trade shares c) 

Misrepresenting financial reports d) Ignoring global market changes 

4. Fill in the blank: Digital finance involves the use of ______ such as mobile banking and 

online trading platforms. 

5. Which trend reflects the increased integration of financial markets across countries? a) 

Globalisation b) Strategic alignment c) Insider trading d) Dividend policy 

 

Series Summary 

This Series has introduced you to the foundations of financial decisions and markets, 

highlighting their importance in shaping the success and sustainability of businesses. We began 

by examining the nature and scope of financial decisions, focusing on their meaning, types, and 

significance. Then, we explored the overview of financial markets, considering their definition, 

types, and participants. Following that, we studied the link between financial decisions and 

financial markets, emphasising how funds flow between investors and firms and how market 

conditions influence managerial choices. Finally, we discussed ethical and strategic 

considerations, including the need for integrity, alignment with corporate goals, and awareness 

of emerging trends such as digital and sustainable finance. 

By completing this Series, you should now be able to define financial decisions and explain their 

importance, describe the role and types of financial markets, analyse the interaction between 

financial decisions and markets, and evaluate ethical and strategic issues in financial decision-

making. These abilities directly align with the Series Learning Outcomes (SLOs), equipping you 

with the foundational knowledge and skills needed to progress confidently into the subsequent 

Series of the course. 

 

Glossary of Terms 

• Capital market: A financial market that deals with long-term funds and instruments such 

as shares and bonds. 

• Dividend decision: A financial decision concerning how profits are distributed to 

shareholders, either retained or paid out. 

• Ethics: Principles of right and wrong that guide behaviour, ensuring fairness, 

transparency, and responsibility in financial decisions. 

• Financial decision: A choice concerning the allocation and use of money within a 

business, including investment, financing, and dividend decisions. 

• Financial intermediary: An institution such as a bank or broker that facilitates 

transactions between buyers and sellers in financial markets. 
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• Financial market: A platform where buyers and sellers exchange financial assets, 

enabling the flow of funds between investors and businesses. 

• Flow of funds: The movement of money from investors to businesses through financial 

markets, and back through dividends or interest. 

• Investment decision: A financial decision involving the allocation of funds to projects or 

assets expected to generate future returns. 

• Money market: A financial market that deals with short-term funds and instruments such 

as treasury bills and commercial papers. 

• Strategic alignment: Ensuring that financial decisions support the overall objectives and 

long-term goals of an organisation. 

• Sustainable finance: Investment decisions that consider environmental, social, and 

governance (ESG) factors alongside financial returns. 

 

Concept Check Questions [Series 1] 

Objective questions 

1. Which of the following is not a type of financial decision? a) Investment decision b) 

Financing decision c) Dividend decision d) Marketing decision (Linked to SLO 2.1) 

2. The money market deals with: a) Long-term funds b) Short-term funds c) Equity shares 

d) Bonds (Linked to SLO 2.4) 

3. Which of the following participants acts as a financial intermediary? a) A manufacturing 

company b) A commercial bank c) An individual investor d) A government agency 

(Linked to SLO 2.4) 

Short-answer questions 

4. Define financial decision and explain why it is important in business. (Linked to SLO 2.1 

and SLO 2.2) 

5. Describe the flow of funds between investors and firms in financial markets. (Linked to 

SLO 2.5) 

6. Identify one ethical issue in financial decision-making and explain its impact on business. 

(Linked to SLO 2.6) 

Long-answer questions 

7. Analyse how financial markets influence business decisions, using examples of interest 

rates and share prices. (Linked to SLO 2.3 and SLO 2.5) 
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• Basic response: Financial markets influence business decisions by affecting borrowing 

costs and the ability to raise funds. High interest rates discourage borrowing, while 

favourable share prices encourage equity financing. 

• Value-added response: In addition to interest rates and share prices, globalisation and 

investor sentiment also shape decisions. For example, international capital flows can 

affect domestic investment strategies, and market volatility may lead firms to adopt 

conservative dividend policies. 

8. Evaluate the importance of aligning financial decisions with corporate goals, and discuss 

how emerging trends such as sustainable finance affect this alignment. (Linked to SLO 2.7) 

• Basic response: Aligning financial decisions with corporate goals ensures resources are 

used effectively and supports long-term growth. Emerging trends like sustainable finance 

encourage firms to consider environmental and social factors in their strategies. 

• Value-added response: Beyond alignment, firms that integrate sustainable finance into 

their strategies gain competitive advantage, attract socially conscious investors, and 

mitigate regulatory risks. This demonstrates how strategic alignment can extend beyond 

profit maximisation to broader stakeholder value. 

Answers to Concept Check Questions [Series 1] 

1. d) Marketing decision 

2. b) Short-term funds 

3. b) A commercial bank 

4. A financial decision is a choice concerning the allocation and use of money in a business. 

It is important because it affects profitability, liquidity, and sustainability. 

5. Investors provide funds to firms by purchasing securities, and firms return funds through 

dividends, interest, or capital gains. 

6. Insider trading is an ethical issue. It damages trust, harms investors, and can lead to legal 

penalties. 

7. See Basic and Value-added responses above. 

8. See Basic and Value-added responses above. 

 

Answers to Pilot Questions [Series 1] 

Part 1.1 

1. b) A choice about the allocation and use of money 

2. c) Dividend decision 
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3. b) Issuing shares to raise capital 

4. b) They influence profitability and sustainability 

5. Insolvency 

Part 1.2 

1. b) To facilitate the flow of funds between investors and businesses 

2. b) Money market 

3. c) Ordinary shares 

4. b) A commercial bank 

5. Long-term 

Part 1.3 

1. b) They affect borrowing costs and share prices 

2. b) Flow of funds 

3. a) Issuing shares 

4. b) To maintain investor confidence 

5. Shares 

Part 1.4 

1. a) Insider trading 

2. a) That decisions support corporate goals 

3. a) Investing in environmentally friendly projects 

4. Technology 

5. a) Globalisation 

 

 

Series 2: Understanding and Interpreting 

Financial Statements 

Series Outline 
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• Part 2.1: Introduction to Financial Statements 

• 2.1.1 Meaning and purpose of financial statements 

• 2.1.2 Users of financial statements 

• 2.1.3 Limitations of financial statements 

• Part 2.2: The Balance Sheet 

• 2.2.1 Definition and structure of the balance sheet 

• 2.2.2 Assets, liabilities, and equity explained 

• 2.2.3 Importance of the balance sheet in decision-making 

• Part 2.3: The Income Statement 

• 2.3.1 Definition and structure of the income statement 

• 2.3.2 Revenue, expenses, and profit explained 

• 2.3.3 Importance of the income statement in evaluating performance 

• Part 2.4: The Cash Flow Statement 

• 2.4.1 Definition and structure of the cash flow statement 

• 2.4.2 Operating, investing, and financing activities explained 

• 2.4.3 Importance of cash flow analysis in business decisions 

• Part 2.5: Interpreting Financial Statements for Decision-Making 

• 2.5.1 Techniques for interpretation (trend analysis, comparative analysis) 

• 2.5.2 Linking financial statements to managerial decisions 

• 2.5.3 Case examples of interpretation in practice 

 

Introduction 
In the last Series, we explored the foundations of financial decisions and markets, focusing on 

how businesses make choices about investment, financing, and dividends, and how these are 

influenced by financial markets. Building on that foundation, this Series turns to the essential 

tools that managers, investors, and other stakeholders rely on to understand a company’s 

financial position: the financial statements. These documents are the language of business, 

providing structured information that guides decisions and reflects performance. 

The aim of this Series is to equip you with the knowledge and skills to read, explain, and 

interpret financial statements effectively. By the end of the Series, you will be able to identify the 

components of the balance sheet, income statement, and cash flow statement, and apply 

techniques to interpret them for informed decision-making. 

We shall commence this Series by introducing the meaning, purpose, and limitations of financial 

statements. Next, we will examine the balance sheet, focusing on assets, liabilities, and equity. 

Following that, we will study the income statement, highlighting revenue, expenses, and profit. 

Afterwards, we will move on to the cash flow statement, considering operating, investing, and 

financing activities. Finally, we will wrap up by interpreting financial statements for decision-

making, using techniques such as trend and comparative analysis, supported by case examples. 

 

Series Learning Outcomes 
Upon completing this Series, you should be able to: 
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• 2.1 define the meaning and purpose of financial statements, 

• 2.2 explain the different users of financial statements and their information needs, 

• 2.3 describe the structure and components of the balance sheet, 

• 2.4 explain the significance of assets, liabilities, and equity in financial reporting, 

• 2.5 describe the structure and components of the income statement, 

• 2.6 explain how revenue, expenses, and profit are reported and interpreted, 

• 2.7 describe the structure and components of the cash flow statement, 

• 2.8 explain the classification of cash flows into operating, investing, and financing 

activities, 

• 2.9 apply techniques such as trend and comparative analysis to interpret financial 

statements, and 

• 2.10 evaluate how financial statements inform managerial decision-making in practice. 

 

2.1 Introduction to Financial Statements 

2.1.1 Meaning and purpose of financial statements 
Financial statements are formal records that summarise the financial activities and position of a 

business. They provide structured information about assets, liabilities, revenues, expenses, and 

cash flows. Their purpose is to communicate the financial health of an organisation to 

stakeholders such as managers, investors, creditors, and regulators. 

Financial statements serve as the language of business, enabling comparisons across time and 

between organisations. They are essential for decision-making, as they provide evidence of 

performance and accountability. 

Fill in the blank: Financial statements are formal records that summarise the ______ activities 

and position of a business. 
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2.1.2 Users of financial statements 
Users of financial statements include both internal and external stakeholders. 

• Managers: Use financial statements to plan, control, and evaluate operations. 

• Investors: Assess profitability and potential returns before committing funds. 

• Creditors: Evaluate the ability of a business to repay loans. 

• Regulators: Ensure compliance with laws and standards. 

Each user interprets financial statements differently, depending on their objectives. For example, 

investors focus on profitability, while creditors emphasise liquidity and solvency. 
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Fill in the blank: Creditors use financial statements to evaluate a business’s ability to repay 

______. 

 

2.1.3 Limitations of financial statements 
Although financial statements are valuable, they have limitations. 

• Historical nature: They record past transactions and may not reflect current market 

conditions. 

• Non-financial information: They exclude qualitative factors such as employee morale or 

customer satisfaction. 
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• Accounting policies: Different methods of valuation (e.g., depreciation) can affect 

comparability. 

• Potential bias: Managers may present information in ways that favour the organisation. 

Therefore, while financial statements are useful, they should be interpreted with caution and 

supplemented with other information. 

Fill in the blank: Financial statements are limited because they record ______ transactions and 

may not reflect current conditions. 

 

Pilot questions 2.1 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

1. Which of the following best defines financial statements? a) Informal notes about 

company activities b) Formal records summarising financial activities and position c) 

Marketing reports for customers d) Employee performance reviews 

2. Who among the following uses financial statements to assess profitability before 

investing? a) Managers b) Creditors c) Investors d) Regulators 

3. Which of the following is a limitation of financial statements? a) They provide evidence 

of performance b) They exclude non-financial information c) They help managers plan 

operations d) They enable comparisons across organisations 

4. Fill in the blank: Regulators use financial statements to ensure ______ with laws and 

standards. 

5. Which of the following is not a user of financial statements? a) Managers b) Investors c) 

Customers d) Creditors 

 

2.2 The Balance Sheet 

2.2.1 Definition and structure of the balance sheet 
A balance sheet is a financial statement that shows the financial position of a business at a 

specific point in time. It provides a snapshot of what the company owns (assets), what it owes 

(liabilities), and the residual interest belonging to shareholders (equity). The balance sheet is 

structured into two sides: assets on one side, and liabilities plus equity on the other. By design, 

both sides must balance, hence the name. 

Fill in the blank: A balance sheet shows the financial ______ of a business at a specific point in 

time. 
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2.2.2 Assets, liabilities, and equity explained 
Assets are resources owned by a business that are expected to provide future economic benefits, 

such as cash, inventory, and property. Liabilities are obligations the business must settle in the 

future, such as loans, accounts payable, or accrued expenses. Equity represents the owners’ 

claim on the business after liabilities are deducted from assets. It includes items such as share 

capital and retained earnings. 

The relationship between these three elements is expressed in the accounting equation: Assets = 

Liabilities + Equity 

Fill in the blank: The accounting equation states that Assets = ______ + Equity. 
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2.2.3 Importance of the balance sheet in decision-making 
The balance sheet is important because it helps managers, investors, and creditors assess the 

financial stability of a business. It shows liquidity, solvency, and capital structure, which are 

critical for evaluating whether a company can meet its obligations and finance future growth. 

For example, a company with high debt compared to equity may be considered risky, while one 

with strong asset reserves may be seen as financially stable. The balance sheet therefore guides 

decisions about lending, investing, and strategic planning. 

Fill in the blank: A company with high debt compared to equity may be considered ______. 
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Pilot questions 2.2 
1. Which of the following best defines a balance sheet? a) A statement showing revenues 

and expenses b) A statement showing cash inflows and outflows c) A statement showing 

assets, liabilities, and equity at a point in time d) A statement showing dividend 

distribution 

2. Which of the following is an example of an asset? a) Accounts payable b) Retained 

earnings c) Inventory d) Bank loan 

3. Which of the following expresses the accounting equation? a) Assets = Liabilities – 

Equity b) Assets = Liabilities + Equity c) Assets = Equity – Liabilities d) Assets = 

Liabilities ÷ Equity 
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4. Why is the balance sheet important in decision-making? a) It shows profitability trends b) 

It shows liquidity, solvency, and capital structure c) It records historical transactions only 

d) It measures customer satisfaction 

5. Fill in the blank: Equity represents the owners’ claim on the business after ______ are 

deducted from assets. 

 

2.3 The Income Statement 

2.3.1 Definition and structure of the income statement 
An income statement is a financial document that summarises a company’s revenues, expenses, 

and profit over a specific period of time. Unlike the balance sheet, which shows a snapshot at a 

point in time, the income statement reflects performance across a duration, such as a month, 

quarter, or year. Its structure typically begins with revenues, deducts expenses, and ends with net 

profit or loss. 

Fill in the blank: An income statement summarises revenues, expenses, and ______ over a 

specific period of time. 
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[

 

2.3.2 Revenue, expenses, and profit explained 
Revenue refers to the total income earned by a business from its operations, such as sales of 

goods or services. Expenses are the costs incurred in generating revenue, including wages, rent, 

and utilities. Profit is the difference between revenue and expenses, representing the financial 

gain achieved during the period. 

The income statement highlights whether a business is profitable or not, making it a key tool for 

evaluating performance. 

Fill in the blank: Profit is the difference between revenue and ______. 
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2.3.3 Importance of the income statement in evaluating performance 
The income statement is important because it shows how effectively a business generates profit 

from its operations. Managers use it to identify areas of strength and weakness, investors use it to 

assess profitability, and creditors use it to evaluate repayment capacity. 

For example, a company with rising revenues but also rising expenses may need to control costs 

to improve profitability. Conversely, consistent profits signal stability and growth potential. 

Fill in the blank: The income statement is important because it shows how effectively a business 

generates ______. 
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Pilot questions 2.3 
1. Which of the following best defines an income statement? a) A statement showing assets 

and liabilities b) A statement summarising revenues, expenses, and profit over a period c) 

A statement showing cash inflows and outflows d) A statement showing dividend 

distribution 

2. Which of the following is an example of revenue? a) Wages b) Rent c) Sales income d) 

Utilities 

3. Which of the following is an example of an expense? a) Service income b) Net profit c) 

Rent d) Share capital 
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4. Why is the income statement important in evaluating performance? a) It shows liquidity 

and solvency b) It shows profitability trends and operational efficiency c) It records 

historical transactions only d) It measures customer satisfaction 

5. Fill in the blank: Profit is the difference between revenue and ______. 

 

2.4 The Cash Flow Statement 

2.4.1 Definition and structure of the cash flow statement 
A cash flow statement is a financial report that shows the movement of cash into and out of a 

business during a specific period. Unlike the income statement, which records revenues and 

expenses, the cash flow statement focuses only on actual cash transactions. Its structure is 

divided into three sections: operating activities, investing activities, and financing activities. 

Fill in the blank: A cash flow statement shows the movement of ______ into and out of a 

business. 
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2.4.2 Operating, investing, and financing activities explained 
Operating activities are cash flows from the core business operations, such as receipts from 

sales and payments for wages or supplies. Investing activities are cash flows related to the 

purchase or sale of long-term assets, such as property, equipment, or investments. Financing 

activities are cash flows from transactions with owners and creditors, such as issuing shares, 

borrowing loans, or paying dividends. 

Together, these categories provide a complete picture of how a business generates and uses cash. 

Fill in the blank: Cash flows from issuing shares or paying dividends are classified as ______ 

activities. 
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2.4.3 Importance of cash flow analysis in business decisions 
Cash flow analysis is important because it reveals whether a business can generate enough cash 

to sustain operations, invest in growth, and meet financial obligations. Even profitable 

companies can face difficulties if they lack sufficient cash to pay bills or service debts. 

Managers use cash flow analysis to plan for liquidity, investors use it to assess financial health, 

and creditors use it to evaluate repayment capacity. A strong cash flow position signals stability, 

while weak cash flows may indicate potential risks. 

Fill in the blank: Even profitable companies can face difficulties if they lack sufficient ______ to 

pay bills or debts. 
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Pilot questions 2.4 
1. Which of the following best defines a cash flow statement? a) A statement showing 

revenues and expenses b) A statement showing assets and liabilities c) A statement 

showing cash inflows and outflows during a period d) A statement showing dividend 

distribution 

2. Which of the following is an example of operating activity? a) Purchase of equipment b) 

Payment of wages c) Issuing shares d) Paying dividends 

3. Which of the following is an example of investing activity? a) Borrowing a loan b) 

Selling property c) Paying rent d) Declaring dividends 
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4. Which of the following is an example of financing activity? a) Cash received from sales 

b) Purchase of machinery c) Issuing shares d) Payment for supplies 

5. Fill in the blank: Cash flow analysis is important because it reveals whether a business 

can generate enough ______ to sustain operations. 

 

2.5 Interpreting Financial Statements for Decision-Making 

2.5.1 Techniques for interpretation (trend analysis, comparative analysis) 
Interpreting financial statements involves applying techniques that help reveal patterns and 

insights beyond the raw numbers. Trend analysis examines financial data across multiple 

periods to identify growth, decline, or stability. For example, tracking revenue over five years 

can show whether a company is expanding or contracting. Comparative analysis involves 

comparing financial statements of different companies or different periods to highlight strengths 

and weaknesses. 

These techniques allow managers, investors, and creditors to make informed decisions based on 

evidence rather than assumptions. 

Fill in the blank: Trend analysis examines financial data across multiple ______ to identify 

growth or decline. 
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2.5.2 Linking financial statements to managerial decisions 
Financial statements are not just records; they are tools for decision-making. Managers use the 

balance sheet to assess solvency, the income statement to evaluate profitability, and the cash 

flow statement to plan liquidity. Together, these statements provide a comprehensive view of the 

business, guiding decisions such as whether to expand, invest, borrow, or distribute dividends. 

For example, if the cash flow statement shows weak operating cash flows, managers may delay 

expansion plans until liquidity improves. 

Fill in the blank: Managers use the balance sheet to assess ______, the income statement to 

evaluate profitability, and the cash flow statement to plan liquidity. 
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2.5.3 Case examples of interpretation in practice 
Consider a company whose income statement shows rising revenues but declining profits. This 

may indicate that expenses are increasing faster than sales, prompting managers to control costs. 

Another case might involve a balance sheet showing high liabilities compared to equity, 

signalling financial risk and influencing creditors’ lending decisions. 

These examples demonstrate how interpretation transforms financial statements from static 

reports into dynamic tools for guiding action. 

Fill in the blank: Rising revenues but declining profits may indicate that ______ are increasing 

faster than sales. 
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Pilot questions 2.5 
1. Which of the following best defines trend analysis? a) Comparing financial statements of 

different companies b) Examining financial data across multiple periods c) Recording 

historical transactions d) Measuring customer satisfaction 

2. Which of the following best defines comparative analysis? a) Comparing financial 

statements across companies or periods b) Tracking revenues over time c) Recording 

cash inflows and outflows d) Measuring employee morale 

3. How do managers use financial statements in decision-making? a) To design company 

logos b) To assess solvency, profitability, and liquidity c) To measure customer 

satisfaction d) To record historical events 
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4. Fill in the blank: Rising revenues but declining profits may indicate that ______ are 

increasing faster than sales. 

5. Which of the following is a case where creditors may hesitate to lend? a) High liabilities 

compared to equity b) Strong operating cash flows c) Consistent profits d) Rising 

revenues with controlled expenses 

 

 

Series Summary 

This Series has guided you through the essential aspects of financial statements, showing how 

they serve as the language of business and a foundation for decision-making. We began with an 

introduction to financial statements, their purpose, users, and limitations. Then we examined the 

balance sheet, focusing on assets, liabilities, and equity. Following that, we studied the income 

statement, highlighting revenues, expenses, and profit. Afterwards, we explored the cash flow 

statement, considering operating, investing, and financing activities. Finally, we concluded with 

techniques for interpreting financial statements, linking them to managerial decisions, and 

reviewing case examples. 

By completing this Series, you should now be able to define and explain the purpose of financial 

statements, describe the structure and components of the balance sheet, income statement, and 

cash flow statement, and apply interpretation techniques such as trend and comparative analysis. 

These abilities align directly with the Series Learning Outcomes (SLOs), equipping you to 

evaluate financial information and make informed business decisions. 

 

Glossary of Terms 

• Assets: Resources owned by a business that are expected to provide future economic 

benefits. 

• Balance sheet: A financial statement showing assets, liabilities, and equity at a specific 

point in time. 

• Cash flow statement: A financial report showing cash inflows and outflows during a 

specific period, divided into operating, investing, and financing activities. 

• Comparative analysis: A technique that compares financial statements across companies 

or periods to highlight strengths and weaknesses. 

• Equity: The owners’ claim on the business after liabilities are deducted from assets. 

• Expenses: Costs incurred in generating revenue, such as wages, rent, and utilities. 

• Financial statements: Formal records summarising the financial activities and position 

of a business. 
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• Financing activities: Cash flows from transactions with owners and creditors, such as 

issuing shares or paying dividends. 

• Income statement: A financial statement summarising revenues, expenses, and profit 

over a specific period. 

• Investing activities: Cash flows related to the purchase or sale of long-term assets such 

as property or equipment. 

• Liabilities: Obligations a business must settle in the future, such as loans or accounts 

payable. 

• Operating activities: Cash flows from core business operations, such as receipts from 

sales and payments for wages. 

• Profit: The difference between revenue and expenses, representing financial gain during 

a period. 

• Revenue: Total income earned by a business from its operations. 

• Trend analysis: A technique that examines financial data across multiple periods to 

identify growth, decline, or stability. 

 

Concept Check Questions [Series 2] 

Objective questions 

1. Which of the following best defines a balance sheet? a) A statement showing revenues 

and expenses b) A statement showing assets, liabilities, and equity at a point in time c) A 

statement showing cash inflows and outflows d) A statement showing dividend 

distribution (Linked to SLO 2.3) 

2. The income statement summarises: a) Assets and liabilities b) Revenues, expenses, and 

profit over a period c) Cash inflows and outflows d) Dividend distribution (Linked to 

SLO 2.5) 

3. Which of the following is an example of financing activity in the cash flow statement? a) 

Payment of wages b) Purchase of equipment c) Issuing shares d) Selling property (Linked 

to SLO 2.8) 

Short-answer questions 

4. Define financial statements and explain their purpose. (Linked to SLO 2.1) 

5. Identify two users of financial statements and describe their information needs. (Linked 

to SLO 2.2) 

6. Explain one limitation of financial statements. (Linked to SLO 2.1) 
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Long-answer questions 

7. Analyse the importance of the balance sheet in decision-making, using examples of 

liquidity and solvency. (Linked to SLO 2.4) 

• Basic response: The balance sheet is important because it shows assets, liabilities, and 

equity, helping managers and creditors assess liquidity and solvency. For example, high 

current assets indicate strong liquidity. 

• Value-added response: Beyond liquidity and solvency, the balance sheet also reveals 

capital structure, risk exposure, and long-term sustainability. Analysts may use ratios 

such as debt-to-equity to evaluate financial risk and guide strategic decisions. 

8. Evaluate how trend and comparative analysis can be applied to interpret financial 

statements for managerial decisions. (Linked to SLO 2.9) 

• Basic response: Trend analysis tracks financial data across periods to identify growth or 

decline, while comparative analysis compares performance across companies or periods. 

These techniques help managers make informed decisions. 

• Value-added response: Advanced interpretation may involve combining trend and 

comparative analysis with ratio analysis, benchmarking, and industry comparisons. This 

provides deeper insights into efficiency, profitability, and competitiveness, supporting 

strategic planning. 

Answers to Concept Check Questions [Series 2] 

1. b) A statement showing assets, liabilities, and equity at a point in time 

2. b) Revenues, expenses, and profit over a period 

3. c) Issuing shares 

4. Financial statements are formal records summarising the financial activities and position 

of a business. Their purpose is to communicate financial health to stakeholders. 

5. Managers use financial statements to plan and evaluate operations, while investors use 

them to assess profitability before investing. 

6. One limitation is that financial statements are historical in nature and may not reflect 

current conditions. 

7. See Basic and Value-added responses above. 

8. See Basic and Value-added responses above. 

 

Answers to Pilot Questions [Series 2] 

Part 2.1 
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1. b) Formal records summarising financial activities and position 

2. c) Investors 

3. b) They exclude non-financial information 

4. Compliance 

5. c) Customers 

Part 2.2 

1. c) A statement showing assets, liabilities, and equity at a point in time 

2. c) Inventory 

3. b) Assets = Liabilities + Equity 

4. b) It shows liquidity, solvency, and capital structure 

5. Liabilities 

Part 2.3 

1. b) A statement summarising revenues, expenses, and profit over a period 

2. c) Sales income 

3. c) Rent 

4. b) It shows profitability trends and operational efficiency 

5. Expenses 

Part 2.4 

1. c) A statement showing cash inflows and outflows during a period 

2. b) Payment of wages 

3. b) Selling property 

4. c) Issuing shares 

5. Cash 

Part 2.5 

1. b) Examining financial data across multiple periods 

2. a) Comparing financial statements across companies or periods 

3. b) To assess solvency, profitability, and liquidity 
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4. Expenses 

5. a) High liabilities compared to equity 

 

 

Series 3: Financial Analysis and Ratio Evaluation 

Part 3.1 Introduction to Financial Analysis 

• 3.1.1 Meaning and purpose of financial analysis 

• 3.1.2 Users of financial analysis 

• 3.1.3 Limitations of financial analysis 

Part 3.2 Understanding Financial Ratios 

• 3.2.1 Definition and role of financial ratios 

• 3.2.2 Categories of financial ratios 

• 3.2.3 Importance of ratio evaluation in business decisions 

Part 3.3 Liquidity and Solvency Ratios 

• 3.3.1 Current ratio and quick ratio explained 

• 3.3.2 Debt-to-equity ratio and interest coverage ratio 

• 3.3.3 Significance of liquidity and solvency ratios for creditors and managers 

Part 3.4 Profitability and Efficiency Ratios 

• 3.4.1 Gross profit margin and net profit margin 

• 3.4.2 Return on assets (ROA) and return on equity (ROE) 

• 3.4.3 Inventory turnover and receivables turnover 

Part 3.5 Applying Ratio Analysis in Decision-Making 

• 3.5.1 Techniques for interpreting ratios (trend, cross-sectional, benchmarking) 

• 3.5.2 Linking ratio analysis to managerial and investment decisions 

• 3.5.3 Case examples of ratio evaluation in practice 
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Introduction 

In the last Series, we explored how financial statements provide a structured view of a 

company’s performance and position. While those statements are essential, they often require 

deeper analysis to reveal meaningful insights. This is where financial analysis and ratio 

evaluation become important. Ratios transform raw figures into indicators of liquidity, 

profitability, efficiency, and solvency, helping managers, investors, and creditors make sound 

decisions. 

The aim of this Series is to equip you with the knowledge and skills to calculate, interpret, and 

apply financial ratios in evaluating business performance. By the end, you will be able to use 

ratio analysis as a practical tool for decision-making and strategic planning. 

We shall commence this Series by introducing the meaning, purpose, and limitations of financial 

analysis. Next, we will focus on financial ratios, their categories, and their role in business 

decisions. Following that, we will examine liquidity and solvency ratios, before moving on to 

profitability and efficiency ratios. Finally, we will wrap up by applying ratio analysis in decision-

making, using techniques such as trend analysis, benchmarking, and case examples to bring the 

Series to a close. 

 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• 3.1 define the meaning and purpose of financial analysis, 

• 3.2 explain the limitations of financial analysis, 

• 3.3 define financial ratios and explain their role in business decisions, 

• 3.4 describe the categories of financial ratios, 

• 3.5 calculate and interpret liquidity ratios such as the current ratio and quick ratio, 

• 3.6 calculate and interpret solvency ratios such as the debt-to-equity ratio and interest 

coverage ratio, 

• 3.7 calculate and interpret profitability ratios such as gross profit margin, net profit 

margin, ROA, and ROE, 

• 3.8 calculate and interpret efficiency ratios such as inventory turnover and receivables 

turnover, 

• 3.9 apply techniques such as trend analysis, cross-sectional analysis, and benchmarking 

to ratio evaluation, and 

• 3.10 evaluate how ratio analysis informs managerial and investment decisions through 

case examples. 
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3.1 Introduction to Financial Analysis 
3.1.1 Meaning and purpose of financial analysis 

Financial analysis is the process of examining financial information to assess the performance, 

stability, and prospects of a business. It involves interpreting figures from financial statements to 

identify strengths, weaknesses, opportunities, and risks. The purpose of financial analysis is to 

provide insights that guide decision-making for managers, investors, creditors, and other 

stakeholders. 

For example, by analysing profitability trends, managers can decide whether to expand 

operations, while creditors can determine whether to extend loans. 

Fill in the blank: Financial analysis is the process of examining ______ information to assess 

performance and stability. 
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3.1.2 Users of financial analysis 

Users of financial analysis include both internal and external stakeholders. 

• Managers: Use analysis to plan, control, and evaluate operations. 

• Investors: Assess profitability and growth potential before committing funds. 

• Creditors: Evaluate the ability of a business to repay loans. 

• Regulators: Monitor compliance with financial standards and laws. 

Each user interprets financial analysis differently depending on their objectives. For instance, 

investors focus on profitability ratios, while creditors emphasise liquidity and solvency ratios. 
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Fill in the blank: Investors use financial analysis to assess ______ and growth potential before 

committing funds. 

 

3.1.3 Limitations of financial analysis 

Although financial analysis is useful, it has limitations. 

• Dependence on financial statements: Analysis is only as reliable as the accuracy of the 

underlying statements. 

• Historical focus: It often reflects past performance rather than current or future 

conditions. 
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• Exclusion of qualitative factors: Non-financial aspects such as employee morale or 

customer satisfaction are not captured. 

• Potential bias: Different accounting policies or managerial discretion can affect 

comparability. 

Therefore, financial analysis should be used alongside other tools and information for balanced 

decision-making. 

Fill in the blank: Financial analysis is limited because it often reflects ______ performance rather 

than current conditions. 

 

Pilot questions 3.1 
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1. Which of the following best defines financial analysis? a) The process of designing 

company logos b) The process of examining financial information to assess performance 

and stability c) The process of recording historical transactions d) The process of 

measuring customer satisfaction 

2. Who among the following uses financial analysis to evaluate repayment capacity? a) 

Managers b) Investors c) Creditors d) Regulators 

3. Which of the following is a limitation of financial analysis? a) It provides insights for 

decision-making b) It reflects past performance rather than current conditions c) It helps 

managers plan operations d) It enables comparisons across organisations 

4. Fill in the blank: Regulators use financial analysis to monitor ______ with financial 

standards and laws. 

5. Which of the following is not a user of financial analysis? a) Managers b) Investors c) 

Customers d) Creditors 

 

3.2 Understanding Financial Ratios 
3.2.1 Definition and role of financial ratios 

Financial ratios are numerical comparisons derived from figures in financial statements. They 

simplify complex data by expressing relationships between items such as assets, liabilities, 

revenues, and expenses. The role of financial ratios is to provide quick, meaningful insights into 

a company’s performance, efficiency, and financial health. 

For example, a current ratio compares current assets to current liabilities, showing whether a 

business can meet short-term obligations. 

Fill in the blank: Financial ratios simplify complex data by expressing ______ between items in 

financial statements. 
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3.2.2 Categories of financial ratios 

Financial ratios are grouped into categories, each serving a specific purpose: 

• Liquidity ratios: Measure a company’s ability to meet short-term obligations (e.g., 

current ratio, quick ratio). 

• Solvency ratios: Assess long-term financial stability and debt management (e.g., debt-to-

equity ratio). 

• Profitability ratios: Indicate how effectively a company generates profit (e.g., net profit 

margin, return on equity). 
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• Efficiency ratios: Show how well resources are utilised (e.g., inventory turnover, 

receivables turnover). 

These categories help stakeholders focus on the aspects of performance most relevant to their 

decisions. 

Fill in the blank: Liquidity ratios measure a company’s ability to meet ______ obligations. 

 

 

3.2.3 Importance of ratio evaluation in business decisions 
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Ratio evaluation is important because it transforms raw financial data into actionable insights. 

Managers use ratios to monitor performance, investors use them to assess profitability and risk, 

and creditors use them to evaluate repayment capacity. Ratios also allow comparisons across 

time (trend analysis) and across companies (benchmarking). 

For instance, a declining profitability ratio may prompt managers to reduce costs, while a strong 

liquidity ratio reassures creditors about repayment. 

Fill in the blank: Ratio evaluation transforms raw financial data into ______ insights. 

Pilot questions 3.2 
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1. Which of the following best defines financial ratios? a) Numerical comparisons derived 

from financial statements b) Informal notes about company activities c) Marketing 

reports for customers d) Employee performance reviews 

2. Which of the following is a liquidity ratio? a) Debt-to-equity ratio b) Current ratio c) Net 

profit margin d) Inventory turnover 

3. Which of the following is a profitability ratio? a) Quick ratio b) Return on equity c) Debt-

to-equity ratio d) Receivables turnover 

4. Fill in the blank: Solvency ratios assess long-term financial stability and ______ 

management. 

5. Why is ratio evaluation important in business decisions? a) It transforms raw data into 

actionable insights b) It records historical transactions only c) It measures customer 

satisfaction d) It designs company logos 

 

3.3 Liquidity and Solvency Ratios 
3.3.1 Current ratio and quick ratio explained 

Liquidity ratios measure a company’s ability to meet short-term obligations. The current ratio 

compares current assets to current liabilities, showing whether the business can cover debts due 

within a year. The quick ratio (also called the acid-test ratio) is a stricter measure, excluding 

inventory from current assets to focus on the most liquid resources such as cash and receivables. 

A high current ratio suggests strong liquidity, while a low quick ratio may reveal potential 

challenges in meeting obligations without selling inventory. 

Fill in the blank: The quick ratio excludes ______ from current assets to focus on the most liquid 

resources. 
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3.3.2 Debt-to-equity ratio and interest coverage ratio 

Solvency ratios assess a company’s long-term financial stability. The debt-to-equity ratio 

compares total liabilities to shareholders’ equity, indicating how much of the business is financed 

by debt versus owners’ funds. The interest coverage ratio measures how easily a company can 

pay interest on its debt, calculated by dividing earnings before interest and tax (EBIT) by interest 

expense. 

A high debt-to-equity ratio signals greater financial risk, while a strong interest coverage ratio 

reassures creditors that the company can meet its obligations. 

Fill in the blank: The interest coverage ratio is calculated by dividing EBIT by ______ expense. 
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3.3.3 Significance of liquidity and solvency ratios for creditors and managers 

Liquidity and solvency ratios are significant because they provide assurance about a company’s 

ability to meet obligations. Creditors rely on these ratios to decide whether to extend loans, 

while managers use them to monitor financial stability and plan for sustainable growth. 

For example, a company with strong liquidity ratios may be seen as safe for short-term lending, 

while one with weak solvency ratios may struggle to attract long-term financing. 

Fill in the blank: Creditors rely on liquidity and solvency ratios to decide whether to extend 

______. 
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Pilot questions 3.3 

1. Which of the following best defines the current ratio? a) Current assets ÷ current 

liabilities b) EBIT ÷ interest expense c) Total liabilities ÷ shareholders’ equity d) Net 

profit ÷ total assets 

2. Which of the following is excluded from the quick ratio? a) Cash b) Inventory c) 

Accounts receivable d) Marketable securities 

3. Which of the following best defines the debt-to-equity ratio? a) Current assets ÷ current 

liabilities b) Total liabilities ÷ shareholders’ equity c) EBIT ÷ interest expense d) Net 

profit ÷ total assets 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

4. Fill in the blank: The interest coverage ratio is calculated by dividing ______ by interest 

expense. 

5. Why are liquidity and solvency ratios significant for creditors? a) They measure customer 

satisfaction b) They provide assurance about repayment capacity c) They record 

historical transactions d) They design company logos 

 

3.4 Profitability and Efficiency Ratios 
3.4.1 Gross profit margin and net profit margin 

Profitability ratios measure how effectively a company generates profit from its operations. The 

gross profit margin shows the percentage of revenue remaining after deducting the cost of 

goods sold (COGS). The net profit margin goes further, showing the percentage of revenue left 

after all expenses, including operating costs, interest, and taxes. 

A high gross profit margin indicates efficient production or pricing, while a strong net profit 

margin reflects overall profitability and cost control. 

Fill in the blank: The gross profit margin shows the percentage of revenue remaining after 

deducting the cost of ______ sold. 
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3.4.2 Return on assets (ROA) and return on equity (ROE) 

Return on assets (ROA) measures how efficiently a company uses its assets to generate profit, 

calculated as net income divided by total assets. Return on equity (ROE) measures how 

effectively a company uses shareholders’ equity to generate profit, calculated as net income 

divided by equity. 

ROA is useful for assessing asset utilisation, while ROE is important for investors evaluating 

returns on their investment. 

Fill in the blank: ROE measures how effectively a company uses shareholders’ ______ to 

generate profit. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

 

3.4.3 Inventory turnover and receivables turnover 

Efficiency ratios measure how well a company uses its resources. The inventory turnover 

ratio shows how many times inventory is sold and replaced during a period, indicating 

efficiency in managing stock. The receivables turnover ratio measures how quickly a company 

collects payments from customers, reflecting credit management effectiveness. 

High turnover ratios generally indicate efficient operations, while low ratios may suggest 

overstocking or poor credit control. 

Fill in the blank: The inventory turnover ratio shows how many times inventory is sold and 

______ during a period. 
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Pilot questions 3.4 

1. Which of the following best defines gross profit margin? a) Net income ÷ total assets b) 

Revenue – COGS ÷ revenue c) Net income ÷ equity d) Current assets ÷ current liabilities 

2. Which of the following best defines net profit margin? a) Net income ÷ revenue b) 

Revenue – COGS ÷ revenue c) EBIT ÷ interest expense d) Total liabilities ÷ equity 

3. Which of the following best defines ROA? a) Net income ÷ total assets b) Net income ÷ 

equity c) Current assets ÷ current liabilities d) Inventory ÷ sales 

4. Fill in the blank: The receivables turnover ratio measures how quickly a company 

collects payments from ______. 
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5. Why are efficiency ratios important? a) They measure customer satisfaction b) They 

show how well resources are utilised c) They record historical transactions d) They 

design company logos 

 

3.5 Applying Ratio Analysis in Decision-Making 
3.5.1 Techniques for interpreting ratios (trend, cross-sectional, benchmarking) 

Interpreting ratios requires applying techniques that reveal patterns and comparisons. Trend 

analysis looks at ratios over time to identify improvements or declines. Cross-sectional analysis 

compares ratios of one company with those of another in the same industry. Benchmarking 

involves comparing ratios against industry standards or best practices. 

These techniques help managers, investors, and creditors move beyond raw numbers to 

meaningful insights that guide decisions. 

Fill in the blank: Cross-sectional analysis compares ratios of one company with those of another 

in the same ______. 
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3.5.2 Linking ratio analysis to managerial and investment decisions 

Ratio analysis is directly linked to decision-making. Managers use ratios to monitor efficiency, 

profitability, and solvency, guiding choices about expansion, cost control, or financing. 

Investors rely on ratios to assess risk and return before committing funds. Creditors evaluate 

liquidity and solvency ratios to decide whether to extend loans. 

For example, a declining ROE may prompt managers to improve asset utilisation, while strong 

liquidity ratios reassure creditors about repayment capacity. 

Fill in the blank: Investors rely on ratios to assess ______ and return before committing funds. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

 

3.5.3 Case examples of ratio evaluation in practice 

Consider a company whose liquidity ratios are strong but profitability ratios are weak. Managers 

may decide to reduce costs or improve pricing strategies. Another case might involve a firm with 

high debt-to-equity ratios, signalling financial risk and influencing creditors’ lending decisions. 

These examples show how ratio evaluation transforms financial data into actionable strategies, 

making it a vital tool for business success. 

Fill in the blank: A company with high debt-to-equity ratios may be considered at greater ______ 

risk. 
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Pilot questions 3.5 

1. Which of the following best defines trend analysis in ratio evaluation? a) Comparing 

ratios across companies b) Comparing ratios against industry standards c) Examining 

ratios over time d) Recording historical transactions 

2. Which of the following best defines benchmarking? a) Comparing ratios across 

companies b) Comparing ratios against industry standards or best practices c) Examining 

ratios over time d) Measuring customer satisfaction 

3. How do managers use ratio analysis in decision-making? a) To design company logos b) 

To monitor efficiency, profitability, and solvency c) To measure customer satisfaction d) 

To record historical events 
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4. Fill in the blank: A company with high debt-to-equity ratios may be considered at greater 

______ risk. 

5. Why is ratio evaluation important in practice? a) It transforms financial data into 

actionable strategies b) It records historical transactions only c) It measures employee 

morale d) It designs company logos 

 

Series Summary 

This Series has introduced you to the principles of financial analysis and ratio evaluation, 

showing how ratios transform raw financial data into meaningful insights. We began with the 

meaning, purpose, and limitations of financial analysis, then explored the definition, categories, 

and importance of financial ratios. Following that, we examined liquidity and solvency ratios, 

focusing on measures such as the current ratio, quick ratio, debt-to-equity ratio, and interest 

coverage ratio. We then moved on to profitability and efficiency ratios, including gross profit 

margin, net profit margin, ROA, ROE, inventory turnover, and receivables turnover. Finally, we 

applied ratio analysis in decision-making, using techniques such as trend analysis, cross-

sectional analysis, and benchmarking, supported by case examples. 

By completing this Series, you should now be able to define financial analysis and ratios, 

calculate and interpret key liquidity, solvency, profitability, and efficiency ratios, and apply ratio 

evaluation techniques to guide managerial, investment, and creditor decisions. These abilities 

align directly with the Series Learning Outcomes (SLOs), equipping you with practical tools to 

evaluate financial performance and make informed business choices. 

 

Glossary of Terms 

• Benchmarking: Comparing financial ratios against industry standards or best practices. 

• Cross-sectional analysis: Comparing financial ratios of one company with those of 

another in the same industry. 

• Current ratio: A liquidity ratio calculated as current assets divided by current liabilities. 

• Debt-to-equity ratio: A solvency ratio comparing total liabilities to shareholders’ equity. 

• Efficiency ratios: Ratios that measure how well a company uses its resources, such as 

inventory turnover. 

• Financial analysis: The process of examining financial information to assess 

performance, stability, and prospects. 

• Financial ratios: Numerical comparisons derived from financial statements to provide 

insights into performance. 

• Gross profit margin: The percentage of revenue remaining after deducting the cost of 

goods sold. 
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• Interest coverage ratio: A solvency ratio calculated as EBIT divided by interest 

expense. 

• Liquidity ratios: Ratios that measure a company’s ability to meet short-term obligations. 

• Net profit margin: The percentage of revenue remaining after all expenses are deducted. 

• Profitability ratios: Ratios that measure how effectively a company generates profit. 

• Quick ratio: A liquidity ratio that excludes inventory from current assets to focus on the 

most liquid resources. 

• Receivables turnover: An efficiency ratio measuring how quickly a company collects 

payments from customers. 

• Return on assets (ROA): A profitability ratio calculated as net income divided by total 

assets. 

• Return on equity (ROE): A profitability ratio calculated as net income divided by 

shareholders’ equity. 

• Solvency ratios: Ratios that assess long-term financial stability and debt management. 

• Trend analysis: Examining financial ratios over time to identify improvements or 

declines. 

 

Concept Check Questions [Series 3] 

Objective questions 

1. Which of the following best defines financial analysis? a) The process of examining 

financial information to assess performance and stability b) The process of recording 

historical transactions c) The process of measuring customer satisfaction d) The process 

of designing company logos 

2. Which of the following is a liquidity ratio? a) Current ratio b) Debt-to-equity ratio c) Net 

profit margin d) Receivables turnover 

3. Which of the following is a profitability ratio? a) Quick ratio b) Return on equity c) Debt-

to-equity ratio d) Inventory turnover 

Short-answer questions 

4. Define financial ratios and explain their role in business decisions. 

5. Identify two limitations of financial analysis. 

6. Explain the difference between ROA and ROE. 

Long-answer questions 
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7. Analyse the significance of liquidity and solvency ratios for creditors and managers. 

• Basic response: Liquidity ratios show short-term repayment capacity, while solvency 

ratios show long-term stability. Creditors use them to decide on lending, and managers 

use them to monitor financial health. 

• Value-added response: Beyond repayment capacity, these ratios also reveal risk 

exposure, capital structure, and sustainability. Managers may use them to plan financing 

strategies, while creditors may apply them to assess creditworthiness in relation to 

industry benchmarks. 

8. Evaluate how trend analysis, cross-sectional analysis, and benchmarking can be applied 

to ratio evaluation in practice. 

• Basic response: Trend analysis tracks ratios over time, cross-sectional analysis compares 

companies, and benchmarking compares against industry standards. These techniques 

help identify strengths and weaknesses. 

• Value-added response: Advanced application involves combining these techniques with 

ratio clusters, industry averages, and predictive modelling. This provides deeper insights 

into competitiveness, efficiency, and long-term viability. 

Answers to Concept Check Questions [Series 3] 
1. a) The process of examining financial information to assess performance and stability 

2. a) Current ratio 

3. b) Return on equity 

4. Financial ratios are numerical comparisons derived from financial statements. They 

simplify data and provide insights into performance, efficiency, and financial health, 

guiding business decisions. 

5. Limitations include dependence on financial statements, historical focus, exclusion of 

qualitative factors, and potential bias. 

6. ROA measures profit relative to total assets, while ROE measures profit relative to 

shareholders’ equity. 

7. See Basic and Value-added responses above. 

8. See Basic and Value-added responses above. 

 

Answers to Pilot Questions [Series 3] 

Part 3.1 

1. b) The process of examining financial information to assess performance and stability 

2. c) Creditors 
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3. b) It reflects past performance rather than current conditions 

4. Compliance 

5. c) Customers 

Part 3.2 

1. a) Numerical comparisons derived from financial statements 

2. b) Current ratio 

3. b) Return on equity 

4. Debt 

5. a) It transforms raw data into actionable insights 

Part 3.3 

1. a) Current assets ÷ current liabilities 

2. b) Inventory 

3. b) Total liabilities ÷ shareholders’ equity 

4. EBIT 

5. b) They provide assurance about repayment capacity 

Part 3.4 

1. b) Revenue – COGS ÷ revenue 

2. a) Net income ÷ revenue 

3. a) Net income ÷ total assets 

4. Customers 

5. b) They show how well resources are utilised 

Part 3.5 

1. c) Examining ratios over time 

2. b) Comparing ratios against industry standards or best practices 

3. b) To monitor efficiency, profitability, and solvency 

4. Financial 

5. a) It transforms financial data into actionable strategies 
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Series 4: Value, Risk, and Capital Investment 

Decisions 

Part 4.1 Introduction to Value and Investment Decisions 

• 4.1.1 Meaning of value in business context 

• 4.1.2 Importance of investment decisions 

• 4.1.3 Objectives of capital investment 

Part 4.2 Evaluating Investment Value 

• 4.2.1 Time value of money explained 

• 4.2.2 Net present value (NPV) and internal rate of return (IRR) 

• 4.2.3 Payback period and profitability index 

Part 4.3 Understanding Risk in Investment Decisions 

• 4.3.1 Definition and types of investment risk 

• 4.3.2 Risk-return trade-off 

• 4.3.3 Techniques for managing and mitigating risk 

Part 4.4 Capital Budgeting Techniques 

• 4.4.1 Overview of capital budgeting process 

• 4.4.2 Quantitative techniques (NPV, IRR, payback) 

• 4.4.3 Qualitative considerations in capital budgeting 

Part 4.5 Applying Value, Risk, and Capital Investment in Practice 

• 4.5.1 Linking investment evaluation to strategic decisions 

• 4.5.2 Case examples of capital investment decisions 

• 4.5.3 Lessons for managers, investors, and creditors 

 

Introduction 

In the last Series, we explored how financial ratios provide insights into liquidity, profitability, 

efficiency, and solvency, enabling managers, investors, and creditors to make informed 

decisions. Yet, businesses must go beyond ratios when considering long-term investments, as 

these decisions involve evaluating value, managing risk, and applying capital budgeting 
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techniques. Understanding how to balance value and risk is crucial for sustainable growth and 

strategic success. 

The aim of this Series is to equip you with the knowledge and skills to evaluate investment 

opportunities by analysing value, assessing risk, and applying capital budgeting techniques. By 

the end, you will be able to make sound capital investment decisions that align with 

organisational objectives and stakeholder expectations. 

We shall commence this Series by introducing the meaning of value in business and the 

importance of investment decisions. Next, we will evaluate investment value using tools such as 

net present value, internal rate of return, payback period, and profitability index. Following that, 

we will examine risk in investment decisions, considering its types, the risk-return trade-off, and 

techniques for managing risk. Moving on, we will study capital budgeting techniques, both 

quantitative and qualitative. Finally, we will wrap up by applying value, risk, and capital 

investment concepts in practice, linking them to strategic decisions and reviewing case examples. 

 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• 4.1 define the meaning of value in a business context, 

• 4.2 explain the importance of investment decisions and objectives of capital investment, 

• 4.3 describe the concept of time value of money, 

• 4.4 calculate net present value (NPV), 

• 4.5 calculate internal rate of return (IRR), 

• 4.6 calculate payback period and profitability index, 

• 4.7 define investment risk and identify its types, 

• 4.8 explain the risk-return trade-off, 

• 4.9 apply techniques for managing and mitigating investment risk, 

• 4.10 describe the capital budgeting process, 

• 4.11 apply quantitative capital budgeting techniques such as NPV, IRR, and payback, 

• 4.12 evaluate qualitative considerations in capital budgeting, 

• 4.13 analyse how investment evaluation links to strategic decisions, and 

• 4.14 evaluate case examples of capital investment decisions in practice. 

 

4.1 Introduction to Value and Investment Decisions 
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4.1.1 Meaning of value in business context 

Value in business refers to the worth of an asset, project, or investment in terms of its ability to 

generate future benefits. It is not limited to monetary returns but also includes strategic 

advantages such as market share, innovation, or customer loyalty. Understanding value helps 

managers and investors decide whether an investment is worthwhile. 

For example, a project may have financial value through profits, but it may also create strategic 

value by strengthening a company’s competitive position. 

Fill in the blank: Value in business refers to the worth of an asset or investment in terms of its 

ability to generate future ______. 
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4.1.2 Importance of investment decisions 

Investment decisions are choices made by businesses about allocating resources to projects, 

assets, or ventures expected to yield future returns. These decisions are important because they 

determine the long-term direction and sustainability of the organisation. Poor investment 

decisions can lead to wasted resources, while sound decisions can drive growth and profitability. 

Investment decisions often involve weighing risks against expected returns, making them central 

to strategic planning. 

Fill in the blank: Investment decisions are choices about allocating ______ to projects or assets 

expected to yield future returns. 
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4.1.3 Objectives of capital investment 

Capital investment refers to the allocation of funds to acquire or upgrade physical assets such as 

machinery, buildings, or technology, with the aim of generating long-term benefits. The 

objectives of capital investment include: 

• Increasing production capacity 

• Improving efficiency and reducing costs 

• Expanding into new markets 

• Enhancing competitiveness and innovation 
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• Securing long-term profitability 

Capital investments are strategic because they shape the future capabilities of the business. 

Fill in the blank: Capital investment refers to the allocation of funds to acquire or upgrade 

______ assets for long-term benefits. 

 

Pilot questions 4.1 

1. Which of the following best defines value in business? a) The worth of an asset or 

investment in terms of future benefits b) The historical cost of an asset c) The number of 

employees in a company d) The amount of taxes paid 
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2. Which of the following best defines investment decisions? a) Choices about allocating 

resources to projects expected to yield future returns b) Choices about recording 

historical transactions c) Choices about designing company logos d) Choices about 

measuring customer satisfaction 

3. Which of the following is an objective of capital investment? a) Reducing production 

capacity b) Expanding into new markets c) Increasing employee turnover d) Recording 

historical costs 

4. Fill in the blank: Capital investment refers to the allocation of funds to acquire or upgrade 

______ assets. 

5. Why are investment decisions important for businesses? a) They determine long-term 

direction and sustainability b) They measure employee morale c) They record historical 

events d) They design marketing campaigns 

 

4.2 Evaluating Investment Value 
4.2.1 Time value of money explained 

The time value of money (TVM) is the principle that money available today is worth more than 

the same amount in the future because of its potential earning capacity. This concept underpins 

all investment decisions, as it recognises that money can earn interest or returns when invested. 

For example, receiving ₦100,000 today is more valuable than receiving ₦100,000 in five years, 

since today’s amount can be invested to generate additional income. 

Fill in the blank: The time value of money recognises that money available today is worth more 

than the same amount in the ______. 
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4.2.2 Net present value (NPV) and internal rate of return (IRR) 

Net present value (NPV) is the difference between the present value of cash inflows and the 

present value of cash outflows over a period. A positive NPV indicates that an investment is 

expected to generate more value than it costs. Internal rate of return (IRR) is the discount rate 

at which the NPV of an investment equals zero. It represents the expected rate of return from the 

project. 

NPV and IRR are widely used because they account for the time value of money, making them 

more reliable than simple measures. 

Fill in the blank: IRR is the discount rate at which the ______ of an investment equals zero. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

 

4.2.3 Payback period and profitability index 

The payback period measures how long it takes for an investment to recover its initial cost from 

cash inflows. It is simple to calculate but does not account for the time value of money. The 

profitability index (PI) is the ratio of the present value of future cash inflows to the initial 

investment. A PI greater than 1 indicates a profitable investment. 

These tools are often used alongside NPV and IRR to provide a fuller picture of investment 

value. 

Fill in the blank: The profitability index is the ratio of the present value of future cash inflows to 

the ______ investment. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Pilot questions 4.2 

1. Which of the following best defines the time value of money? a) Money today is worth 

more than the same amount in the future b) Money in the future is worth more than 

money today c) Money has no value over time d) Money is only valuable when spent 

2. Which of the following best defines NPV? a) The difference between present value of 

inflows and outflows b) The discount rate at which NPV equals zero c) The time taken to 

recover initial investment d) The ratio of inflows to investment 

3. Which of the following best defines IRR? a) The difference between inflows and 

outflows b) The discount rate at which NPV equals zero c) The time taken to recover 

investment d) The ratio of inflows to investment 
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4. Fill in the blank: The payback period measures how long it takes for an investment to 

recover its ______ cost. 

5. Which of the following best defines profitability index? a) Ratio of present value of 

inflows to initial investment b) Difference between inflows and outflows c) Discount rate 

at which NPV equals zero d) Time taken to recover investment 

 

4.3 Understanding Risk in Investment Decisions 
4.3.1 Definition and types of investment risk 

Investment risk refers to the possibility that the actual returns from an investment will differ 

from the expected returns. It highlights the uncertainty inherent in all business and financial 

decisions. Risks can be classified into several types: 

• Market risk: The risk of losses due to changes in market prices. 

• Credit risk: The risk that borrowers may default on obligations. 

• Liquidity risk: The risk of not being able to sell assets quickly without significant loss. 

• Operational risk: The risk arising from internal processes, systems, or human errors. 

• Political risk: The risk of losses due to changes in government policies or instability. 

Fill in the blank: Investment risk refers to the possibility that actual returns will differ from 

______ returns. 
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4.3.2 Risk-return trade-off 

The risk-return trade-off is the principle that higher potential returns are associated with higher 

levels of risk. Investors and managers must balance the desire for returns with their tolerance for 

risk. 

For example, government bonds are considered low-risk with modest returns, while venture 

capital investments are high-risk but may yield substantial returns. 

Fill in the blank: The risk-return trade-off states that higher potential returns are associated with 

higher levels of ______. 
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4.3.3 Techniques for managing and mitigating risk 

Businesses use several techniques to manage and reduce investment risk: 

• Diversification: Spreading investments across different assets or markets to reduce 

exposure. 

• Hedging: Using financial instruments such as derivatives to offset potential losses. 

• Insurance: Protecting against specific risks such as property damage or liability. 

• Risk assessment and monitoring: Continuously evaluating risks and adjusting 

strategies. 
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• Scenario analysis: Testing how investments perform under different conditions. 

These techniques help businesses balance risk while pursuing opportunities. 

Fill in the blank: Diversification reduces exposure by spreading investments across different 

______ or markets. 

 

Pilot questions 4.3 

1. Which of the following best defines investment risk? a) The possibility that actual returns 

differ from expected returns b) The certainty of achieving expected returns c) The 

guarantee of profit from investments d) The process of recording historical transactions 
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2. Which of the following is an example of market risk? a) Losses due to changes in market 

prices b) Losses due to borrower default c) Losses due to poor internal processes d) 

Losses due to government instability 

3. Which of the following best defines the risk-return trade-off? a) Higher returns are 

associated with higher levels of risk b) Lower returns are associated with higher levels of 

risk c) Returns are independent of risk d) Risk is eliminated through investment 

4. Fill in the blank: Diversification reduces exposure by spreading investments across 

different ______. 

5. Which of the following is a technique for managing investment risk? a) Diversification b) 

Hedging c) Insurance d) All of the above 

 

4.4 Capital Budgeting Techniques 
4.4.1 Overview of capital budgeting process 

Capital budgeting is the process of planning and evaluating long-term investments in projects 

or assets. It involves identifying potential opportunities, estimating future cash flows, assessing 

risks, and selecting projects that align with organisational goals. The process ensures that scarce 

resources are allocated to investments that maximise value. 

For example, a company may use capital budgeting to decide whether to build a new factory, 

upgrade machinery, or invest in technology. 

Fill in the blank: Capital budgeting is the process of planning and evaluating ______ investments 

in projects or assets. 
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4.4.2 Quantitative techniques (NPV, IRR, payback) 

Quantitative techniques provide numerical measures to evaluate investment projects: 

• Net present value (NPV): Calculates the difference between present value of inflows 

and outflows. 

• Internal rate of return (IRR): Determines the discount rate at which NPV equals zero. 

• Payback period: Measures the time required to recover the initial investment. 

These techniques are widely used because they provide objective criteria for comparing projects. 



 

 LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS 

Fill in the blank: The payback period measures the time required to recover the ______ 

investment. 

 

4.4.3 Qualitative considerations in capital budgeting 

While quantitative techniques are essential, qualitative considerations also play a role in capital 

budgeting. These include: 

• Strategic alignment: Does the project support long-term organisational goals? 

• Market conditions: Is there demand for the product or service? 

• Environmental and social impact: Does the project comply with sustainability standards? 
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• Managerial expertise: Does the organisation have the skills to implement the project 

successfully? 

Qualitative factors ensure that decisions are not based solely on numbers but also on broader 

organisational priorities. 

Fill in the blank: Qualitative considerations in capital budgeting include strategic alignment, 

market conditions, and ______ impact. 

 

 

Pilot questions 4.4 
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1. Which of the following best defines capital budgeting? a) Planning and evaluating long-

term investments in projects or assets b) Recording historical transactions c) Designing 

company logos d) Measuring customer satisfaction 

2. Which of the following is a quantitative technique in capital budgeting? a) Strategic 

alignment b) Net present value c) Market conditions d) Environmental impact 

3. Which of the following best defines IRR? a) The discount rate at which NPV equals zero 

b) The difference between inflows and outflows c) The time taken to recover investment 

d) The ratio of inflows to investment 

4. Fill in the blank: Qualitative considerations in capital budgeting include strategic 

alignment, market conditions, and ______ impact. 

5. Why are qualitative considerations important in capital budgeting? a) They ensure 

decisions align with broader organisational priorities b) They provide numerical measures 

of profitability c) They calculate discount rates d) They measure repayment capacity 

 

4.5 Applying Value, Risk, and Capital Investment in Practice 
4.5.1 Linking investment evaluation to strategic decisions 

Investment evaluation is not just about numbers; it is about aligning projects with the overall 

strategy of the business. Managers use tools such as NPV, IRR, and risk analysis to decide 

whether investments support long-term goals like expansion, innovation, or sustainability. 

Investors and creditors also rely on these evaluations to judge whether a company is pursuing 

sound strategies. 

For example, a project with a positive NPV may be rejected if it does not align with the 

company’s strategic direction, while a lower-return project may be accepted if it strengthens 

market position. 

Fill in the blank: Investment evaluation is important because it ensures projects align with the 

overall ______ of the business. 
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4.5.2 Case examples of capital investment decisions 

Case examples help illustrate how value, risk, and capital budgeting techniques are applied in 

practice: 

• Case 1: A manufacturing company evaluates building a new plant. NPV is positive, but 

risk analysis shows high exposure to market volatility. Managers decide to proceed but 

diversify product lines to mitigate risk. 

• Case 2: A technology firm considers investing in research and development. The 

payback period is long, but qualitative factors such as innovation and competitiveness 

justify the investment. 
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• Case 3: A retail chain analyses expansion into a new region. IRR is below expectations, 

but strategic alignment with long-term growth goals leads to approval. 

Fill in the blank: A technology firm may accept a long payback period if the project enhances 

______ and competitiveness. 

 

4.5.3 Lessons for managers, investors, and creditors 

The key lesson is that investment decisions must balance value, risk, and strategic priorities. 

Managers learn to integrate financial and qualitative analysis. Investors gain insights into how 

companies manage risk and pursue growth. Creditors understand how solvency and repayment 

capacity are considered in long-term projects. 
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Ultimately, capital investment decisions shape the future of organisations, making careful 

evaluation essential for sustainable success. 

Fill in the blank: Capital investment decisions shape the ______ of organisations, making careful 

evaluation essential. 

 

 

Pilot questions 4.5 

1. Why is investment evaluation important for strategic decisions? a) It ensures projects 

align with overall business goals b) It records historical transactions c) It measures 

customer satisfaction d) It designs company logos 
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2. Which of the following is a case where qualitative factors justify investment? a) Building 

a new plant with high market risk b) Investing in research and development with a long 

payback period c) Expanding into a region with low IRR d) All of the above 

3. Which of the following best defines the role of creditors in capital investment decisions? 

a) To assess solvency and repayment capacity b) To design marketing campaigns c) To 

measure employee morale d) To record historical costs 

4. Fill in the blank: A project with a positive NPV may be rejected if it does not align with 

the company’s ______ direction. 

5. What is the key lesson for managers, investors, and creditors in capital investment 

decisions? a) To balance value, risk, and strategic priorities b) To focus only on 

profitability c) To ignore qualitative factors d) To rely solely on historical data 

 

Series Summary 

This Series has guided you through the principles of value, risk, and capital investment 

decisions, showing how organisations evaluate opportunities and balance financial and strategic 

considerations. We began by introducing the meaning of value in business, the importance of 

investment decisions, and the objectives of capital investment. Then we examined how to 

evaluate investment value using tools such as the time value of money, net present value (NPV), 

internal rate of return (IRR), payback period, and profitability index. Following that, we explored 

risk in investment decisions, including its types, the risk-return trade-off, and techniques for 

managing and mitigating risk. We continued with capital budgeting techniques, covering both 

quantitative measures and qualitative considerations. Finally, we applied these concepts in 

practice, linking investment evaluation to strategic decisions and reviewing case examples to 

highlight lessons for managers, investors, and creditors. 

By completing this Series, you should now be able to define value and capital investment, 

calculate and interpret key investment evaluation tools, explain types of risk and risk 

management techniques, apply capital budgeting methods, and evaluate practical case examples. 

These skills align directly with the Series Learning Outcomes (SLOs), equipping you to make 

informed and strategic capital investment decisions. 

 

Glossary of Terms 

• Capital budgeting: The process of planning and evaluating long-term investments in 

projects or assets. 

• Capital investment: Allocation of funds to acquire or upgrade physical assets for long-

term benefits. 

• Diversification: Spreading investments across different assets or markets to reduce risk 

exposure. 
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• Internal rate of return (IRR): The discount rate at which the net present value of an 

investment equals zero. 

• Investment decisions: Choices about allocating resources to projects or assets expected 

to yield future returns. 

• Investment risk: The possibility that actual returns will differ from expected returns. 

• Liquidity risk: The risk of not being able to sell assets quickly without significant loss. 

• Net present value (NPV): The difference between the present value of cash inflows and 

outflows. 

• Operational risk: Risk arising from internal processes, systems, or human errors. 

• Payback period: The time required for an investment to recover its initial cost from cash 

inflows. 

• Political risk: Risk of losses due to changes in government policies or instability. 

• Profitability index (PI): Ratio of present value of future cash inflows to initial 

investment. 

• Risk-return trade-off: Principle that higher potential returns are associated with higher 

levels of risk. 

• Scenario analysis: Testing how investments perform under different conditions. 

• Strategic alignment: Ensuring that investments support long-term organisational goals. 

• Time value of money (TVM): Principle that money today is worth more than the same 

amount in the future. 

 

Concept Check Questions [Series 4] 

Objective questions 

1. Which of the following best defines capital investment? a) Allocation of funds to acquire 

or upgrade physical assets for long-term benefits b) Recording historical transactions c) 

Designing company logos d) Measuring customer satisfaction 

2. Which of the following best defines net present value (NPV)? a) The difference between 

present value of inflows and outflows b) The discount rate at which NPV equals zero c) 

The time taken to recover investment d) The ratio of inflows to investment 

3. Which of the following best defines the risk-return trade-off? a) Higher potential returns 

are associated with higher levels of risk b) Lower returns are associated with higher 

levels of risk c) Returns are independent of risk d) Risk is eliminated through investment 

Short-answer questions 
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4. Define the time value of money and explain its importance in investment decisions. 

5. Identify two types of investment risk and briefly explain them. 

6. Explain one qualitative consideration in capital budgeting. 

Long-answer questions 

7. Analyse the significance of capital budgeting techniques such as NPV, IRR, and payback 

period in evaluating investment projects. 

• Basic response: These techniques provide numerical measures of profitability and 

recovery, helping managers compare projects. 

• Value-added response: Beyond profitability, they incorporate time value of money, risk 

assessment, and strategic alignment, offering a comprehensive evaluation framework. 

8. Evaluate how managers, investors, and creditors apply value, risk, and capital investment 

concepts in practice. 

• Basic response: Managers use them to plan growth, investors assess profitability and 

risk, and creditors evaluate repayment capacity. 

• Value-added response: In practice, these stakeholders integrate financial metrics with 

qualitative factors such as sustainability, innovation, and market conditions to make 

balanced decisions. 

Answers to Concept Check Questions [Series 4] 
1. a) Allocation of funds to acquire or upgrade physical assets for long-term benefits 

2. a) The difference between present value of inflows and outflows 

3. a) Higher potential returns are associated with higher levels of risk 

4. The time value of money is the principle that money today is worth more than the same 

amount in the future. It is important because it underpins investment evaluation methods 

such as NPV and IRR. 

5. Examples: Market risk (losses due to price changes) and credit risk (borrower default). 

6. One qualitative consideration is strategic alignment, ensuring that projects support long-

term organisational goals. 

7. See Basic and Value-added responses above. 

8. See Basic and Value-added responses above. 

Answers to Pilot Questions [Series 4] 

Part 4.1 

1. a) The worth of an asset or investment in terms of future benefits 
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2. a) Choices about allocating resources to projects expected to yield future returns 

3. b) Expanding into new markets 

4. Physical 

5. a) They determine long-term direction and sustainability 

Part 4.2 

1. a) Money today is worth more than the same amount in the future 

2. a) The difference between present value of inflows and outflows 

3. b) The discount rate at which NPV equals zero 

4. Initial 

5. a) Ratio of present value of inflows to initial investment 

Part 4.3 

1. a) The possibility that actual returns differ from expected returns 

2. a) Losses due to changes in market prices 

3. a) Higher returns are associated with higher levels of risk 

4. Assets 

5. d) All of the above 

Part 4.4 

1. a) Planning and evaluating long-term investments in projects or assets 

2. b) Net present value 

3. a) The discount rate at which NPV equals zero 

4. Environmental 

5. a) They ensure decisions align with broader organisational priorities 

Part 4.5 

1. a) It ensures projects align with overall business goals 

2. d) All of the above 

3. a) To assess solvency and repayment capacity 

4. Strategic 
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5. a) To balance value, risk, and strategic priorities 

 

 

Series 5: Financing, Dividend Policy, and Corporate 

Structure 

Part 5.1 Introduction to Business Financing 

• 5.1.1 Meaning and importance of financing 

• 5.1.2 Sources of finance (short-term and long-term) 

• 5.1.3 Factors influencing financing decisions 

Part 5.2 Dividend Policy 

• 5.2.1 Definition and objectives of dividend policy 

• 5.2.2 Types of dividend policies (stable, constant, residual) 

• 5.2.3 Factors affecting dividend decisions 

Part 5.3 Corporate Structure and Governance 

• 5.3.1 Meaning and forms of corporate structure (functional, divisional, matrix) 

• 5.3.2 Role of corporate governance in financing and dividend policy 

• 5.3.3 Stakeholders in corporate structure and their influence 

Part 5.4 Application of Financing, Dividend Policy, and Corporate Structure in Practice 

• 5.4.1 Linking financing decisions to growth and sustainability 

• 5.4.2 Case examples of dividend policy in practice 

• 5.4.3 Lessons for managers, investors, and creditors 

 

Introduction 

In the last Series, we explored how businesses evaluate value, manage risk, and make capital 

investment decisions. Yet, once investments are made, organisations must decide how to finance 

them, how to distribute profits, and how to structure themselves for effective governance. These 

decisions are critical because they shape the financial health, stakeholder confidence, and long-

term sustainability of the business. 
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The aim of this Series is to equip you with the knowledge and skills to analyse financing options, 

evaluate dividend policies, and understand corporate structures in relation to business growth and 

governance. 

We shall commence this Series by examining the meaning and importance of financing, along 

with sources of finance and factors influencing financing decisions. Next, we will explore 

dividend policy, including its objectives, types, and determinants. Following that, we will study 

corporate structure and governance, focusing on organisational forms and stakeholder roles. 

Finally, we will wrap up by applying these concepts in practice, linking financing, dividend 

policy, and corporate structure to real-world business decisions. 

 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• 5.1 define financing and explain its importance in business, 

• 5.2 identify and describe sources of finance, 

• 5.3 analyse factors influencing financing decisions, 

• 5.4 define dividend policy and explain its objectives, 

• 5.5 distinguish between types of dividend policies, 

• 5.6 evaluate factors affecting dividend decisions, 

• 5.7 describe forms of corporate structure, 

• 5.8 explain the role of corporate governance in financing and dividend policy, 

• 5.9 identify stakeholders in corporate structure and analyse their influence, 

• 5.10 apply financing, dividend policy, and corporate structure concepts to practical 

business cases. 

 

5.1 Introduction to Business Financing 

5.1.1 Meaning and importance of financing 

Financing refers to the process of providing funds for business activities, making purchases, or 

investing. It is essential because businesses require capital not only to start operations but also to 

sustain growth, expand, and innovate. Without adequate financing, even profitable businesses 

may struggle to meet obligations or seize opportunities. 

Financing ensures that organisations can balance short-term needs, such as paying suppliers, with 

long-term goals, such as investing in new technology or entering new markets. 

Fill in the blank: Financing refers to the process of providing ______ for business activities, 

purchases, or investments. 
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5.1.2 Sources of finance (short-term and long-term) 

Businesses can access finance from different sources, broadly classified into short-term and 

long-term: 

• Short-term sources: Trade credit, bank overdrafts, short-term loans. These are used to 

meet immediate operational needs. 

• Long-term sources: Equity capital, retained earnings, debentures, long-term loans. 

These are used for investments in fixed assets or expansion projects. 

The choice of source depends on the purpose, cost, and risk associated with the funds. 
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Fill in the blank: Short-term sources of finance are used to meet immediate ______ needs. 

5.1.3 Factors influencing financing decisions 

Financing decisions are influenced by several factors: 

• Cost of finance: Interest rates or expected returns. 

• Risk: The level of financial risk associated with debt versus equity. 

• Control: Equity financing may dilute ownership, while debt preserves control. 

• Flexibility: Ability to adjust financing arrangements as business needs change. 

• Availability: Access to funds depends on creditworthiness and market conditions. 
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Managers must weigh these factors carefully to ensure financing supports both short-term 

stability and long-term growth. 

Fill in the blank: Financing decisions are influenced by cost, risk, control, flexibility, and ______ 

of funds. 

 

Pilot questions 5.1 

1. Which of the following best defines financing? a) Providing funds for business activities, 

purchases, or investments b) Recording historical transactions c) Designing company 

logos d) Measuring customer satisfaction 
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2. Which of the following is a short-term source of finance? a) Equity capital b) Retained 

earnings c) Trade credit d) Debentures 

3. Which of the following is a long-term source of finance? a) Bank overdraft b) Short-term 

loan c) Debentures d) Trade credit 

4. Fill in the blank: Financing decisions are influenced by cost, risk, control, flexibility, and 

______. 

5. Why is financing important for businesses? a) It ensures they can meet obligations and 

pursue growth b) It records historical costs c) It measures employee morale d) It designs 

marketing campaigns 

 

5.2 Dividend Policy 

5.2.1 Definition and objectives of dividend policy 

A dividend policy refers to the guidelines a company follows when deciding how much of its 

profits to distribute to shareholders as dividends and how much to retain for reinvestment. The 

objectives of dividend policy include rewarding shareholders, maintaining investor confidence, 

and ensuring sufficient funds remain for future growth. 

A well-designed dividend policy balances shareholder expectations with the company’s need for 

reinvestment. 

Fill in the blank: A dividend policy refers to the guidelines a company follows when deciding 

how much of its ______ to distribute to shareholders. 
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5.2.2 Types of dividend policies (stable, constant, residual) 

There are several types of dividend policies: 

• Stable dividend policy: The company pays a fixed dividend per share, regardless of 

fluctuations in profits. 

• Constant dividend payout ratio: A fixed percentage of earnings is paid as dividends, so 

dividends vary with profits. 

• Residual dividend policy: Dividends are paid only after all profitable investment 

opportunities have been funded. 
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Each type reflects a different approach to balancing shareholder expectations and business needs. 

Fill in the blank: Under a residual dividend policy, dividends are paid only after all profitable 

______ opportunities have been funded. 

 

5.2.3 Factors affecting dividend decisions 

Dividend decisions are influenced by several factors: 

• Profitability: Higher profits generally allow for higher dividends. 

• Liquidity: Even profitable firms may limit dividends if cash is tight. 
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• Growth opportunities: Firms may retain earnings to finance expansion. 

• Tax considerations: Dividend payments may be influenced by tax policies. 

• Investor preferences: Some investors prefer regular dividends, while others value 

reinvestment. 

Managers must weigh these factors to design a dividend policy that supports both shareholder 

satisfaction and long-term growth. 

Fill in the blank: Dividend decisions are influenced by profitability, liquidity, growth 

opportunities, tax considerations, and investor ______. 
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Pilot questions 5.2 

1. Which of the following best defines dividend policy? a) Guidelines for deciding how 

much profit to distribute to shareholders b) Guidelines for recording historical 

transactions c) Guidelines for designing company logos d) Guidelines for measuring 

customer satisfaction 

2. Which of the following is a type of dividend policy? a) Stable dividend policy b) 

Constant payout ratio c) Residual dividend policy d) All of the above 

3. Which of the following factors influences dividend decisions? a) Profitability b) 

Liquidity c) Growth opportunities d) All of the above 

4. Fill in the blank: Dividend decisions are influenced by profitability, liquidity, growth 

opportunities, tax considerations, and investor ______. 

5. Why is dividend policy important for businesses? a) It balances shareholder rewards with 

reinvestment needs b) It records historical costs c) It measures employee morale d) It 

designs marketing campaigns 

 

5.3 Corporate Structure and Governance 

5.3.1 Meaning and forms of corporate structure 

Corporate structure refers to the way a company is organised to carry out its operations and 

achieve its objectives. It defines reporting lines, responsibilities, and decision-making authority. 

The structure influences efficiency, communication, and the ability to adapt to change. 

Common forms of corporate structure include: 

• Functional structure: Organised by departments such as marketing, finance, and 

operations. 

• Divisional structure: Organised by products, services, or geographical regions. 

• Matrix structure: Combines functional and divisional approaches, with employees 

reporting to more than one manager. 

Fill in the blank: A functional corporate structure is organised by ______ such as marketing, 

finance, and operations. 
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5.3.2 Role of corporate governance in financing and dividend policy 

Corporate governance refers to the system of rules, practices, and processes by which a 

company is directed and controlled. It ensures accountability, fairness, and transparency in 

decision-making. 

Corporate governance plays a vital role in financing and dividend policy by: 

• Ensuring that financing decisions align with shareholder interests. 

• Promoting transparency in dividend distribution. 

• Protecting stakeholders from misuse of funds. 
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• Strengthening investor confidence through ethical practices. 

Fill in the blank: Corporate governance ensures accountability, fairness, and ______ in company 

decision-making. 

5.3.3 Stakeholders in corporate structure and their influence 

Stakeholders are individuals or groups who have an interest in the company’s activities. They 

influence corporate structure and governance through their expectations and demands. 

Key stakeholders include: 
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• Shareholders: Expect returns through dividends and capital gains. 

• Managers: Responsible for implementing strategies and ensuring efficiency. 

• Employees: Seek job security, fair wages, and career growth. 

• Creditors: Concerned with repayment capacity and financial stability. 

• Government and regulators: Ensure compliance with laws and policies. 

Fill in the blank: Shareholders influence corporate structure because they expect returns through 

dividends and ______ gains. 
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Pilot questions 5.3 

1. Which of the following best defines corporate structure? a) The way a company is 

organised to carry out operations and achieve objectives b) The process of recording 

historical transactions c) The design of company logos d) The measurement of customer 

satisfaction 

2. Which of the following is a form of corporate structure? a) Functional structure b) 

Divisional structure c) Matrix structure d) All of the above 

3. Which of the following best defines corporate governance? a) The system of rules, 

practices, and processes by which a company is directed and controlled b) The process of 

recording historical costs c) The design of marketing campaigns d) The measurement of 

employee morale 

4. Fill in the blank: Corporate governance ensures accountability, fairness, and ______ in 

company decision-making. 

5. Who are considered stakeholders in corporate structure? a) Shareholders b) Managers c) 

Employees d) All of the above 

 

5.4 Application of Financing, Dividend Policy, and 

Corporate Structure in Practice 

5.4.1 Linking financing decisions to growth and sustainability 

Financing decisions directly influence a company’s ability to grow and remain sustainable. 

Choosing between debt and equity financing affects not only the cost of capital but also the level 

of risk and control within the organisation. For example, debt financing may provide quick 

access to funds but increases repayment obligations, while equity financing reduces financial risk 

but dilutes ownership. 

Managers must ensure that financing choices align with long-term growth strategies and 

sustainability goals, such as expanding into new markets or investing in innovation. 

Fill in the blank: Financing decisions must align with long-term growth strategies and ______ 

goals. 
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5.4.2 Case examples of dividend policy in practice 

Dividend policies vary across companies depending on profitability, growth opportunities, and 

investor expectations. 

• Case 1: A mature manufacturing firm adopts a stable dividend policy to reassure 

investors and maintain confidence. 

• Case 2: A technology start-up retains most earnings under a residual dividend policy to 

fund research and development. 

• Case 3: A retail company uses a constant payout ratio, distributing a fixed percentage of 

profits each year. 
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These examples show how dividend policies reflect both financial realities and strategic 

priorities. 

Fill in the blank: A technology start-up may retain most earnings under a residual dividend 

policy to fund ______. 

5.4.3 Lessons for managers, investors, and creditors 

The key lesson is that financing, dividend policy, and corporate structure are interconnected. 

Managers must balance profitability, risk, and strategic alignment. Investors look for consistent 

returns and transparent governance. Creditors evaluate repayment capacity and financial 

stability. 
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Together, these decisions shape the organisation’s reputation, competitiveness, and long-term 

success. 

Fill in the blank: Financing, dividend policy, and corporate structure decisions are interconnected 

and shape the organisation’s ______. 

 

Pilot questions 5.4 

1. Why must financing decisions align with growth and sustainability? a) To ensure long-

term stability and competitiveness b) To record historical transactions c) To measure 

employee morale d) To design company logos 
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2. Which of the following is an example of a stable dividend policy? a) A mature 

manufacturing firm paying fixed dividends b) A start-up retaining most earnings c) A 

retail company distributing a fixed percentage of profits d) None of the above 

3. Which of the following best defines a residual dividend policy? a) Dividends are paid 

only after profitable investment opportunities are funded b) Dividends are paid at a fixed 

rate regardless of profits c) Dividends are paid as a fixed percentage of earnings d) 

Dividends are never paid 

4. Fill in the blank: Financing, dividend policy, and corporate structure decisions are 

interconnected and shape the organisation’s ______. 

5. What is the key lesson for managers, investors, and creditors? a) To balance profitability, 

risk, and strategic alignment b) To focus only on profitability c) To ignore qualitative 

factors d) To rely solely on historical data 

 

Series Summary 

This Series has explored how businesses make decisions about financing, dividend policy, and 

corporate structure. We began by introducing the meaning and importance of financing, 

identifying sources of finance, and examining factors that influence financing decisions. We then 

studied dividend policy, including its definition, objectives, types, and determinants. Following 

that, we examined corporate structure and governance, focusing on organisational forms, the role 

of corporate governance, and the influence of stakeholders. Finally, we applied these concepts in 

practice, linking financing decisions to growth and sustainability, reviewing case examples of 

dividend policy, and highlighting lessons for managers, investors, and creditors. 

By completing this Series, you should now be able to define financing and dividend policy, 

identify sources of finance, explain factors influencing financing and dividend decisions, 

describe forms of corporate structure, and evaluate practical applications of these concepts. 

These skills align directly with the Series Learning Outcomes (SLOs), equipping you to 

understand how financial and organisational decisions shape business sustainability and 

stakeholder confidence. 

 

Glossary of Terms 

• Corporate governance: System of rules, practices, and processes by which a company is 

directed and controlled. 

• Corporate structure: The way a company is organised to carry out operations and 

achieve objectives. 

• Debentures: Long-term debt instruments used by companies to raise funds. 

• Dividend policy: Guidelines a company follows when deciding how much profit to 

distribute to shareholders. 

• Equity capital: Funds raised by issuing shares to shareholders. 
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• Financing: The process of providing funds for business activities, purchases, or 

investments. 

• Functional structure: Corporate structure organised by departments such as marketing, 

finance, and operations. 

• Liquidity: Availability of cash or assets that can be quickly converted to cash. 

• Matrix structure: Corporate structure combining functional and divisional approaches. 

• Residual dividend policy: Dividends paid only after profitable investment opportunities 

have been funded. 

• Retained earnings: Profits kept within the company for reinvestment rather than 

distributed as dividends. 

• Stable dividend policy: Paying a fixed dividend per share regardless of profit 

fluctuations. 

• Stakeholders: Individuals or groups with an interest in the company’s activities, such as 

shareholders, employees, and creditors. 

• Trade credit: Short-term financing where suppliers allow delayed payment for goods or 

services. 

 

Concept Check Questions [Series 5] 

Objective questions 

1. Which of the following best defines financing? a) Providing funds for business activities, 

purchases, or investments b) Recording historical transactions c) Designing company 

logos d) Measuring customer satisfaction 

2. Which of the following is a type of dividend policy? a) Stable dividend policy b) 

Constant payout ratio c) Residual dividend policy d) All of the above 

3. Which of the following best defines corporate governance? a) System of rules, practices, 

and processes by which a company is directed and controlled b) Process of recording 

historical costs c) Design of marketing campaigns d) Measurement of employee morale 

Short-answer questions 

4. Define dividend policy and explain its objectives. 

5. Identify two sources of finance and explain their use. 

6. Explain one qualitative factor influencing dividend decisions. 

Long-answer questions 

7. Analyse the importance of financing decisions for business growth and sustainability. 
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• Basic response: Financing decisions provide funds for operations and expansion, 

ensuring stability. 

• Value-added response: Beyond stability, financing choices affect risk, control, and 

strategic alignment, shaping long-term competitiveness. 

8. Evaluate how corporate governance influences financing and dividend policy. 

• Basic response: Governance ensures accountability and fairness in financial decisions. 

• Value-added response: It also strengthens transparency, protects stakeholders, and 

builds investor confidence, linking financial decisions to ethical practices. 

 

Answers to Pilot Questions [Series 5] 

Part 5.1 

1. a) Providing funds for business activities, purchases, or investments 

2. c) Trade credit 

3. c) Debentures 

4. Availability 

5. a) It ensures they can meet obligations and pursue growth 

Part 5.2 

1. a) Guidelines for deciding how much profit to distribute to shareholders 

2. d) All of the above 

3. d) All of the above 

4. Preferences 

5. a) It balances shareholder rewards with reinvestment needs 

Part 5.3 

1. a) The way a company is organised to carry out operations and achieve objectives 

2. d) All of the above 

3. a) The system of rules, practices, and processes by which a company is directed and 

controlled 

4. Transparency 

5. d) All of the above 
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Part 5.4 

1. a) To ensure long-term stability and competitiveness 

2. a) A mature manufacturing firm paying fixed dividends 

3. a) Dividends are paid only after profitable investment opportunities are funded 

4. Reputation 

5. a) To balance profitability, risk, and strategic alignment 

 

 

 

 

 

 

 

 

 

 

 

 


