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Chapter 11 Role of financial management

Activity 11.3 Comprehension and application
1 Explain how return on capital can be used as a measure of profitability.
																																																																		

2 Imagine you are the senior financial manager of The Big Boys Clothing Company, a large retailer of street fashion clothing for 16- to 28-year-olds. Write financial objectives for this business as they should appear in the business plan. Use the SMART system:
S = specific – objectives need to have detail about what is planned to be achieved
M = measurable – the financial manager needs to be able to calculate performance and determine whether the objectives have been reached
A = achievable – it must be possible to reach the objectives given the business’s resources
R = realistic – it must be possible to reach the objectives given the business environment
T = time – a time limit needs to be set for when the objectives are to be met.
Here is an example to assist you: The Big Boys Clothing Company’s strategic goal is to achieve a net profit ratio greater than 15 per cent for the next financial year. Financial objectives could include: to eliminate bad debts and impose stricter controls on accounts receivable customers to less than 40 days and achieve a turnover rate of nine times per year. Another objective could be to introduce new technology to cut costs.
																																																																													

																																																							

3 Create financial objectives to achieve improvements in the following:
a profitability
																																																																		

b growth
																																																																		

c efficiency
																																																																		



d liquidity
																																																																		

e [bookmark: _GoBack]solvency.
																																																																		

4 Explain why having many current assets is not a guaranteed solution to maintaining liquidity.
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