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SECTION A                                                                                                                       [10 marks] 

 

1 mark for each correct term. 

 

Countries draw up a balance of payments to calculate the effect of international trade on their cash 

flows.  This document includes the balance of trade which is the difference between exports and 

imports.  The trading of goods is called visible trade while the trading of services is called 

invisible trade.  This part together with money flows of other factors form the current account.  

To derive the final document we have to include investment flows.  A surplus indicates that the 

country exports more than it imports while a situation where total money paid out of the country is 

greater than the total amount of money received is called a deficit.  To improve the trading situation 

of a country the government may impose trade barriers.  The most common trade barrier is customs 

duty which is a tax on imported goods.  Some countries have joined a trade bloc with the aim of 

having trade with other countries and at the same time restricting trade with other countries.  An 

example of this is that Malta is part of the European Union. 

 

 

SECTION B                                                                                                                       [10 marks] 

 

1 mark for each correct answer. 

 

1. (a) 2. (c) 3. (d) 4. (a) 5. (b) 

6. (a) 7. (d) 8. (c) 9. (b) 10. (d) 

 

 

 

SECTION C [20 marks] 

 

2 marks for each correct term 

 

1. Malta Stock Exchange 2. Drawings 

3. Privatisation 4. Monopoly 

5. Merger (or Amalgamation) 6. Trade Union 

7. Tax (or Taxation) 8. Prospectus 

9. Strike 10. Holding Company 
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SECTION D                                                                                                            [40 marks] 

 

Question 1                                                                                                            [20 marks] 

 

(a) The main advantage is that owners (shareholders) have limited liability.                 (1 mark) 

 

(b) Limited liability means that the company is completely responsible for its debts (1) and the 

shareholder is not risking more than the amount s/he decides to invest (1).               (2 marks) 

 

(c) The Articles of Association (1) and the Memorandum of Association (1).               (2 marks) 

 

(d) To the Registrar of Companies.  [Accept also to the MFSA.]                             (1 mark) 

 

(e) The Articles of Association contain the internal rules and regulations of the company. 

                                                                                                                             (1 mark) 

The Memorandum of Association contains the official name of the company (1), the 

registered office of the company (1), the objects of the company (1), the authorised share 

capital of the company (1), that it is a limited liability company (1), that it is a public limited 

company (1) where applicable.                                                                           (6 marks) 

 

(f) A public limited company can sell shares publicly (1) and can be listed on the stock 

exchange (1) while a private limited company cannot.                                       (2 marks) 

 

(g) The owners of the company wanted to change their business to a public limited company 

because they wanted to expand their business (1) and they needed to issue more share capital 

(1).  Being a public limited company will make it easier for the company to sell more shares 

(1) as it will be able to sell to the general public (1) and investors will be more willing to buy 

shares in a public limited company (1).                                                               (5 marks) 

                                                                                                                          (Total 20 marks) 

 

Question 2                                                                                                                       [20 marks] 

  

(a) (i) Re-order level: The level the stock reaches in order to make a new order.     (1 mark) 

(ii) Just-In-Time: An inventory strategy in which companies reduce the level of stocks they 

hold thus they receive stocks just when they need them.                             (1 mark) 

 

(b) The maximum stock level is the highest amount of stock that a business should ever have in 

its stores.                                                                                                                 (1 mark) 

The minimum stock level is the lowest amount of stock that a business should ever have in 

its stores.                                                                                                                 (1 mark) 

 

(c) Any three (3) of the following or any other suitable answer: 

 The materials are part of the cost of production.  Inadequate control of stock could 

increase the production costs of the business. 

 Stocks may be easily stolen or damaged and this would raise the production costs 

unnecessarily. 

 Overstocking may result in the inability to find adequate storage space for the materials 

leading to damages and losses. 

 Overstocking may result in stocks becoming obsolete until they are used. 

 Understocking may result in the firm becoming short of materials and production may 

have to be stopped or delayed. 
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 Understocking may mean that the firm may have to acquire its materials in an unusual 

way which may result in higher transport costs. 

                                                                                                                     (3 × 2 marks) 

 

(d) Manual method by means of stock cards (1) and a computerised system (1).   (2 marks) 

 

(e) Manual method: (Any two (2) of the following or any other suitable answer) 

 The manual method needs no special knowledge of technology. 

 The manual method can be done almost immediately. 

 The manual method leaves less room for information to be lost because of a technical 

failure.                                                                                                         (2 × 2 marks) 

Computerised method: (Any two (2) of the following or any other suitable answer) 

 A computerised method gives more accurate results. 

 A computerised method can give information in less time. 

 A computerised method requires less storage space. 

 A computerised method can be stored in different locations so back-ups are easier so that 

data are not lost.                                                                                             (2 × 2 marks) 

 

 

SECTION E                                                                                                                       [20 marks] 

 

1. (a) (i) Internal economies of scale is the situation where average costs fall as output of 

 the firm increases.                                                                                       (2 marks) 

 (ii) External economies of scale is the situation where average costs fall as the 

 industry grows.                                                                                            (2 marks) 

(iii)   Diseconomies of scale occur when average costs rise as output increases. 

                                                                                                                      (2 marks) 

 

 (b) Any four (4) of the following or any other answer deemed suitable: 

 Profit maximisation; sales maximisation; survival; growth; customer satisfaction; 

goodwill; social aspects.                                                                                  (4 × 1 mark) 

 

(c) Any two (2) of the following or any other answer deemed suitable:  

 Lower average costs – large business organisations may enjoy economies of scale which 

lower average costs. 

 Greater market share – large firms may have a larger share of the market so changes in 

the market affect them less. 

 Diversification – large firms may produce a variety of products or for various markets 

thus if one product or market is not doing well they can rely on the other products or 

markets. 

 Greater market power – large firms have more impact and a better image on the public. 

 Greater influence – large firms may be able to benefit from their position in the market.

  

    (1 mark for each correct advantage and 1 mark for the correct explanation – Total 4 marks in all) 
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(d)  Any three (3) of the following or any other answer deemed suitable: 

 Size of the market – Small firms are more suitable for small markets.  A small market 

may occur in the case of a small locality, luxury expensive goods, customised products, 

repair works. 

 Specialist producers and distributors – Firms may decide to concentrate on a particular 

part of a product thus they reduce the need to have a lot of equipment, large space and 

many workers.  Sub-contracting is an example of this. 

 Co-operation between small firms – Small firms may co-operate between them and they 

may share some resources.  This means that they do not need to own all the resources 

that they may require. 

 Technical factors – Improvement in technology may lead to a firm being able to operate 

on a smaller scale. 

 Flexibility – Small firms may be more suited to make the required changes to respond to 

the changes in the market. 

 Government assistance – The government may decide to help small firms.  They may 

remain small but in other cases they may be helped to grow in size. 

 

    (1 mark for each correct advantage and 1 mark for the correct explanation – Total 6 marks in all) 

 [Total: 20 marks] 

 

 

2. (a) International Trade is the importing and exporting of goods and services.   (2 marks) 

 

 (b) Any four (4) of the following or any other answer deemed suitable: 

Lack of natural resources; climate; lack of capital; lack of skills and knowledge; imports 

being cheaper than local production; the size of the country.                      (2 × 1 mark) 

 

(c) Any four (4) of the following or any other answer deemed suitable: 

 Greater world output – Since each country would be specialising on what it is relatively 

better, there will be better use of resources and greater output. 

 Lower average costs – Since resources are used more efficiently average costs would be 

lower and consumer prices will be lower as well. 

 Consumption of goods not produced by the country – Certain goods cannot be produced 

by certain countries because they may not have the required resources, so the people can 

import such goods. 

 There will be larger markets – Producers no longer produce for the local market only but 

they may have access to foreign markets. 

 Access to raw materials – Producers will have access to the materials they require in 

their production process but which is not available in the country. 

 Lower prices – In some cases certain products are cheaper to import than to produce 

locally. 

  More competition – Local firms will face international competition and they may have 

to improve their products or become more efficient to be more competitive. 

  

       (1 mark for each correct advantage and 2 marks for each correct explanation – Total 12 marks) 
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 (d) In both a free trade association and a customs union the member countries make trade 

with each other without any barriers (1).  However, in the case of a customs union there 

is a common foreign trade policy while in a free trade association each member country 

may make its own trade barriers with countries not members of that association (1).  An 

example of a free trade association is EFTA [European Free Trade Association] (1) and 

an example of a customs union is the EU [European Union] (1).               (4 marks) 

 

 

3. (a) Financial accounting is the recording of financial information in accounts (1).  It deals 

mainly with transactions with third parties (1). 

 Cost accounting is the use of accounting information to determine (1) and analyse the 

costs of production (1). 

 Management accounting is that part of accounting which gives managers (1) the 

information they need to run the business and to make decisions (1).               (6 marks) 

 

 (b) Capital expenditure is that type of expenditure used on buying or upgrading fixed 

(non-current) assets (1).  For example the amount spent to buy new machinery (1) (or 

any other suitable example). 

 Revenue expenditure is that type of expenditure used in the daily operations of the 

business with the aim to earn profit (revenue) (1).  An example of revenue expenditure 

is wages (1) (or any other suitable example).                                                   (4 marks) 

 

 (c) A central bank is the national bank of a country responsible for the issue of currency 

and to hold the government bank accounts (1).  A commercial bank is a bank which 

deals directly with the public with the aim to make profit from monetary transactions 

(1).                                                                                                               (2 marks) 

 

(d) Any two (2) of the following or any other answer deemed correct: 

 Standing orders – A standing order is when the client gives instruction to the bank to 

make regular repetitive payments out of the client’s bank account. 

 Direct debit – A direct debit is when the client gives instruction to the bank to make a 

particular payment out of the client’s bank account. 

 Credit transfer – A credit transfer is when an individual or a firm receives a payment 

directly in his/her bank account. 

 Bank draft – A bank draft is a cheque drawn by the bank on behalf of the client when a 

person does not have a cheque book or in circumstances when personal cheques cannot 

be used. 

 Night safe – The night safe is used by businesses to deposit any cash they would have at 

the end of the day to reduce the risk of being stolen. 

 Safe boxes – Persons who would like to keep certain valuables in a safe place may rent 

a safe box in the strong room of the bank to keep their valuables there. 

 Foreign currency – Persons going abroad or dealing with foreign businesses may 

require to exchange local currency to foreign currency. 

 Deposit accounts – Individuals and firms may have surplus money which they would 

like to keep in a bank account for safety.  There are various types of bank accounts. 

 Plastic money – Banks offer individuals to put their money in special accounts which 

can be administered by means of a plastic card.  Plastic money refers to both debit cards 

and credit cards. 

 Advice – Firms and individuals may refer to banks to take advice, especially on 

financial matters. 
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 Status check – Business organisations may enquire their bank to check the 

trustworthiness of a particular person before the business gives credit to such a person. 

 Internet banking – Many transactions nowadays can be carried out through the bank’s 

website, thus saving people and business the need to go to the bank for every transfer 

they wish to make. 

 Transfer of funds – Banks may help individuals and businesses to pay for some 

transactions by transferring funds from their account to their supplier’s bank account, 

even in another country. 

 Loans – Banks offer businesses and individuals to borrow money for transactions for 

which they do not have the required funds. 

 ATMs – ATMs (which stand for Automated Telling Machines) permit persons to 

deposit notes into and withdraw notes from their accounts without going to the bank 

cashier.  ATMs also permit certain transfers of funds.  ATMs are operated by means of 

plastic cards (debit or credit cards). 

 

 (1 mark for each correct advantage and 2 marks for the correct explanation – Total 6 marks in all) 

 

 

 (e) A loan is a fixed amount withdrawn at one go usually for capital expenditure (1) while a 

bank overdraft is a fluctuating amount which is withdrawn over and above the amount 

held in the bank account and is usually used for current expenditure (1).   (2 marks) 
 

 


