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Financial and Accounting material in Year 12 Business Studies

Finance and accounting are the most difficult concepts in Business Studies for 
students to grasp. This is the second in a series of two books, covering the financial 
and accounting material in the HSC course. Having a thorough understanding of 
these concepts is essential for success in the HSC. 

By completing this workbook, you will develop a real understanding of all things 
financial in the business environment. As the second book in the series, you will build 
on the knowledge gained in Book 1 by completing more-challenging activities. Your 
textbook provides valuable information, whereas these workbooks will provide you 
with the necessary skills and practice to fully understand the concepts. 

Greg and Linda are both very experienced Business Studies teachers. Combined 
with their knowledge gained while marking HSC papers over many years, they know 
the areas you need to be well prepared for in order to fully comprehend finance and 
accounting concepts. 

Complete this book and you will be a step ahead of your year group and you will have 
a solid platform for the achievement of a great result in HSC Business Studies. 

Good luck in your studies.

Greg and Linda
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SECTION I  

Role of financial management

1 Strategic role of financial management

2 Aspects of the strategic role

3 Objective of financial management

4 Short and long-term financial objectives

5 Interdependence

Summary points
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 SECTION I Role of financial management – Strategic role of financial management

1 Strategic role of financial management

The traditional role of financial management is to raise funds and ensure the business 
maintains a positive cash flow so it can meet its commitments and achieve varying 
degrees of profitability. This role has expanded considerably in contemporary 
business. External factors are responsible for making the strategic role of financial 
management more dynamic, diverse and demanding.

External factors that impact on the role of strategic management include:

• Increased corporate regulation and governance responsibilities. Financial 
management must ensure all records are correct, truthful and in the public 
domain.

• Tax laws: For many companies operating in various 
countries, there are a complex set of tax rates and 
regulations that must be accounted for. Extensive 
knowledge of different tax regulations could save the 
company large financial expenses.

• Technological change: This has altered the publication and hence auditing of 
all financial data. Monitoring can be completed instantaneously and thereby 
improve financial performance. It has also enabled the immediate transfer of 
funds between nations to take advantage of different financial regulations.

• Globalisation: This has effectively produced increased cyclical economic 
swings and hence fluctuating interest rates, inflation and currency. These all 
have major influences on a business financial position. Monitoring of external 
markets must be constantly undertaken.

• Ethical concerns: There is an expectation from many stakeholders for not only 
corporate governance but also fair payment of tax revenue and integrity in 
company reporting. Large companies such as Google and Apple are currently 
receiving public scrutiny over their taxation payments.

• In summary, the role of financial management has 
increased responsibility given greater elements of 
change.SAMPLE
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 SECTION I Role of financial management – Strategic role of financial management

Activity 1 

State whether the following are true or false.

a. Tax laws are ethical concerns and have no legal requirement.  ________

b. The use of excel programs have reduced the ability of the  
business to undertake financial reporting.  ________

c. Stakeholders now have higher expectations of corporate  
governance.  ________

d. Financial management are given greater responsibility and  
face less elements of change.  ________

e. It is in the business interests to reduce taxation bills.  ________

f. When interest rate increases loan repayments are reduced.  ________

g. If financial records are proven to be deliberately stated  
incorrectly statutory authorities may lay criminal charges.  ________

h. Financial management is a short-term responsibility.  ________

i. Globalisation offers the potential for offshore financial 
 movements.  ________

j. The GFC in 2008 saw many businesses cease operations.  ________

k. What is corporate governance? 

l. How may the goal of tax minimisation and corporate responsibility conflict?

m. Explain how the role of financial management has changed in recent years.SAMPLE
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 SECTION I Role of financial management – Aspects of the strategic role

2 Aspects of the strategic role

Financial management is concerned with investment, financing and asset 
management. These are summarised as:

• Investment deals with decisions concerned with the size, 
type and number of assets used by the business. These 
may include: the amount of inventory held, non-current 
assets such as cars and the total amount of assets held. 
The size of investments impact on the financing aspects, 
how much will be required, the date of the loans and the structure of the 
payment plans. Hence, investments will be carefully planned in advance.

• Financing deals with raising the funds to pay for investment decision. It deals 
with the items on the right side of the balance sheet, liabilities and owner’s 
equity. These include the length of debt, type of debt and or the mix of debt 
and or equity. This relates to the funding of the business assets.

• Asset management deals with the use of the businesses assets. It is the aim 
of AM to be efficient and ensure maximum revenue is generated from assets 
such as computers, fixtures and property.
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 SECTION I Role of financial management – Aspects of the strategic role

Activity 2

State whether the following deal with investment, financing or asset management. 
Indicate by using the codes I, F or AM.

a. Credit card debt is used to fund stationary  _________

b. The amount of stock/inventory purchased  _________

c. Computers are leased for twelve months  _________

d. Computers are organised for each staff member  _________

e. Premises are structured to ensure maximum usage  _________

f. Five delivery vans will be ordered  _________

g. Bank loans are used to fund new plant  _________

h. It is expected that new computers will be required next year  _________

i. Explain why the role of investments is considered a component of the 
planning process. 

j. How can effective financing reduce business expenses?

k. Explain the link between the roles of investment and asset management.SAMPLE
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 SECTION I Role of financial management – Objective of financial management

3 Objective of financial management

The five objectives of financial management:

• Profitability: is calculated as net profit and is the 
amount of revenue available after all expenses have 
been deducted. It is the goal of financial management 
to record an increase in the level of profitability each 
recording period.

• Growth: refers to the ability of the business to expand. This occurs in a variety 
of forms ranging from higher sales, market share and product range. Growth 
may result from new expansion, mergers or takeovers.

• Efficiency: is when the business is able to maximise its use of assets and 
in the process minimise expenses. Ultimately efficiency boost profitability. 
Primarily it deals with collecting payment from accounts quicker and turning 
over stock more regularly.

• Liquidity: refers to the ability of the business to meet its short-term debt 
commitments. It is also referred to as working capital. A business requires 
good liquidity to make repayments as they fall due otherwise it could result in 
costly late fees and high interest charges.

• Solvency: is the comparison between the level of 
debt and equity used in the financing of investments. 
Achieving solvency requires the level of debt to match 
the amount of equity. Too high a level of debt could cause 
financial difficulties if interest rates increase. When a 
business becomes insolvent, it is unable to meet its loan 
commitments and must either sell the business or undergo 
a liquidation process.
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 SECTION I Role of financial management – Objective of financial management

Activity 3 

State whether the following are true or false.

a. Improved efficiency leads to higher profitability.  _________

b. Decreased liquidity occurs when short-term debts are reduced.  _________

c. Growth occurs when firms are placed into receivership.  _________

d. If the level of debt increases the business becomes less solvent. _________

e. Liquidity refers to the ability to fund its long-term debt.  _________

f. Growth is considered more achievable due to globalisation.  _________

g. An injection of cash by the owner’s improves solvency.  _________

h. It is possible to boost profitability despite losing market share.  _________

Activity 4 

State which financial objective (covered in Activity 3) the following relate to:

a. Improvements are made to chase up accounts quicker.  _________

b. Long-term debts are reduced.  _________

c. Efforts are made to turnover (sell) stock quicker.  _________

d. The business undertakes a merger overseas.  _________

e. Sales revenue is maximised.  _________

f. The business reduces the use of credit card debt.  _________

g. The business reduces wages of staff.  _________

h. The business decided to keep more cash in bank accounts.  _________

i. Long-term bank loans are renegotiated at cheaper interest rates. _________
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 SECTION I Role of financial management – Objective of financial management

Activity 5

a. Explain the benefits of the business being liquid (or having a 
high level of liquidity).

b. Describe the concerns when a business experiences a high level of debt.

c. Discuss the benefits and costs of business growth.

d. Describe the benefits of turning over stock quickly.                   

e. Explain the relationship between growth and solvency.      SAMPLE
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 SECTION I Role of financial management – Short and long-term financial objectives

4 Short and long-term financial objectives

Financial objectives are an integral component of the overall business plan. These are 
divided into short and long-term objectives.

• Short-term objectives are those that are achieved within twelve months. It 
covers those objectives engaged with both the day-to-day and tactical plans. 
They deal with specific projects and current aspects of the balance sheet. 
They are continually reviewed and some will be monitored on a weekly basis.

• Long-term objectives are strategic in nature and relate to major investments 
made by the business. The time period is more than a year, often in excess of 
five due to the level of planning and the size of the funds required. They are 
usually reviewed quarterly and, in more detail, annually.

Activity 6

State whether the following are short or long- term financial objectives. 
These answers are not always immediately identifiable.

a. Five percent increase in productivity.  _________

b. Two per cent reduction in stock wastage.  _________

c. To become market leader  _________

d. Become a global company  _________

e. Reduce workplace accidents  _________

f. Increase staff training on new products  _________

g. What are the main differences between short and long term objectives?

h. Describe the type of monitoring used in both short and long term objectives.SAMPLE
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 SECTION I Role of financial management – Interdependence

5 Interdependence

The role of financial management deals with investment decisions, arranging finance 
and asset management. These functions ensure finance is an integral aspect of the 
overall strategic plan. It is central to every strategic plan submitted by the operations, 
marketing and human resources departments.

Activity 7

a. State the main goals of the following functions:

Function Main goal or purpose

Operations

Marketing

Human Resources

b. Outline two investment decisions that could be made by each function:

Function Investment decisions

Operations

· 

· 

Marketing

· 

· 

Human Resources

· 

· 
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 SECTION I Role of financial management – Interdependence

c. One of the roles of financial management is managing 
the assets, or ensuring expenses are minimised. Assume 
each function must reduce their budget by 5%. Outline two 
courses of action each function could undertake to reduce 
their budget. For example, advertising could be replaced by e-marketing.

Function Two actions to save budget expenses

Operations

· 

· 

Marketing

· 

· 

 

Human Resources

· 

· 
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 SECTION I Role of financial management – Interdependence

Summary points for role of financial management:

• Financial management is an integral component of the strategic plan.

• The main role of financial management deals with examining future. 
investment needs, seeking the most suitable form of finance and managing 
the assets.

• It has a two-way relationship with all other functions such as marketing, 
operations and human resources.

• The main objectives are liquidity, efficiency, profitability, solvency and growth.

• Growth , solvency and profitability tend to be long-term objectives while 
liquidity and efficiency tend to be more short-term.
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