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Objective
Build the skills to answer exam questions on finance and accounting strategy 145
%% — how managers use financial data If 5 %§{f%, ratios and investment appraisal
FEE TR to make big strategic decisions, and the limits of relying on numbers alone.

35 15
: :

£000s

40 revenue - gross - operating — net profit
T

You must be able to:
revenue — cost gross — expenses  operating - interest net
« explain how financial data supports a strategic decision of sales profit profit & tax profit
o describe the financial questions managers ask before a major spend
« analyse and evaluate the role of financial information in strategy Financial statements (here the mcomedst(%t(.zment), ratios and appraisal feed strategic
ecisions

1 Worked examples

B Using finance to choose a strategy

Numbers turn a risky guess into a reasoned choice — but they are only part of the
picture

Before a big decision, managers ask:

« Can we afford it? (cash flow, existing debt and gearing)
« How will it affect profit and return? (ROCE, ARR, NPV)
« What is the risk? (payback, the effect on liquidity)

Financial data must still be weighed with the market, the staff and the firm’s objec-
tives.
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3.2 Analyse two financial factors a business should consider before a major investment. (8]
Answer shapes: AO1 + AO2 4+ AO3 (reasoning chain) + AO4 (a supported judge-

ment in context).

2 Practice

2.1 State two financial questions managers ask before a major investment.

[

2.2 Define the term gearing.

2.3 State one non-financial factor managers should also consider in a strategic decision.|2 3.3 'Financial data is the most important factor in any strategic decision. Evaluate this

view. [12]

3 Exam-style questions

3.1 Explain one reason why financial data is useful in making a strategic decision. (3]
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