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Question 1
i. Financial management involves managing the daily activities of a business, including budgeting, obtaining financing for the operations, investing in the plant and related equipment and paying suppliers. 

ii. Business and personal finance differ in that with business finance, you can use leverage to build your business. This means borrowing money to multiply gains, but can also lead to increased losses. In terms of personal finance, borrowing in this manner is a poor idea, as it could lead to an individual losing his car or home. A business can build its credit history to gain access to borrowing more money, by increasing the ratio between the investment and the profit made.

iii. The main objectives of a financial management team include securing, allocating and controlling financial resources. They need to ensure that a regular and adequate supply of funds is readily available, that returns are made to shareholders and that funds are invested safely and properly. Their aim is to maximize profit through sound financial decisions and to maximize returns to shareholders, by increasing the value of their shares.

iv. The financial management team plans, organizes, controls and monitors the financial resources of a company in order to help them achieve their objectives. They need to make efficient use of resources to help a company prepare for long term sustainability, create consistent policies and procedures, demonstrate accountability and transparency in how funds are used and results are achieved. They must follow accepted accounting standards and practices and identify and manage risk.

v. There are differences between the terms internal and external sources of finance. Internal sources are funds from inside the business and external sources are from funds outside of the business. Some examples of these are as follows:

a. External 
i. Issuing shares:  a company can raise capital by issuing more shares. There is no interest payable, but profits would be payable as dividends to more shareholders. 

ii. Bank overdraft: this allows a company to withdraw more funds than are currently available. In doing so, it allows the company to maintain a negative balance on its bank account and allows for flexibility if there is any delay in funds coming in or out.

iii. Leasing:  allows the company to obtain assets without having to pay a large amount of money upfront. It allows a company to have new and modern equipment that can be financed over a period of time and provides a consistency for budgeting purposes.


b. Internal
i. Retained profits: these are the profits made and reinvested back into the business. A potential downside is that there may not be enough of a profit to plow back into the business.

ii. Sale of fixed assets: this would involve selling off assets that are no longer required, for example, a company car or equipment. It is a slow way to raise money and the company may not have enough surplus assets to sell.

iii. Debt collection:  this involves collecting money owed to them from debtors. Although this is a normal part of business operations, there are always debts that go unpaid and become delinquent.

vi. Financial management is extremely important for any business as they need to continually be aware of their organization’s financial health. This enables the business to plan and budget more accurately and avoid investing too much money in fixed assets. By keeping accurate financial records, they can avoid overspending, be prepared for all potential expenditures and lower expenses by being vigilant in monitoring their overall costs.
	
Question 2
“The financial management of any organization requires a good level of planning.”

Planning is a necessary function of the financial management in any organization. Through careful planning, the company is able to develop forecasts based on current and predicted sales, prepare analysis and look for trends within their company vs. their competitors. It allows them to implement policies and procedures based on their current financial situation and create plans for growth of the business. Having a firm awareness of their fiscal condition, a company can look for ways to lower expenses, by cutting unnecessary costs and increase savings and ensuring their cash flow is managed effectively.

Another aspect of successful planning involves keeping accurate financial records. This means following accepted accounting practices and maintaining files, including payments made and received, income statements and investment earnings. By keeping a watchful eye on all profits and expenses, the company can then plan for ways to increase their research and development, look for new investors, find new ways to revamp their practices or productivity and thus maximize their shareholder’s earnings.

Case Study

1. Fixed costs are those that remain constant and are independent of output. These costs do not increase when sales increase or decrease if sales decrease. Examples of fixed costs include rent and machinery. In the case of Tasty Break, this would be the cost of their monthly rent to use their kitchen facilities.
Variable costs are those that vary with output and change according to the quantity of goods produced. Examples include wages, materials and utilities. For Tasty Break, this could include the cost of bread used to produce their sandwiches.

2. The breakeven point is the point of balance between making either profit or loss, i.e., the point at which the costs or expenses and revenue are equal. For Tasty Break, the breakeven point would be impacted as follows:

a) If the price of a sandwich is reduced from £2 to £1.50:  Reducing the cost by £0.50 would lower their profit. We don’t know how many they regularly sell, so for this example we will say 200 per week. Selling 200/week at £2.00 each would equal £400. Reducing the cost to £1.50 for the same number sold would mean £300, a reduction of £100. They would need to sell 266 sandwiches per week in order to reach the initial profit of £400, in order to break even. 

b) A cheaper bread supplier is found, reducing the production costs to 70p: As it stands, it costs £1 to produce each sandwich. Using a new supplier, would mean a reduction of £0.30 each, a savings to the company. They could continue to sell sandwiches at the original price of £2 each and thus have a higher profit.

c) Fixed costs increase from £1,000 to £1,100 per month: An increase in their fixed costs would have a direct impact on their profits, as this is normally a cost that remains stable. Tasty Break would need to make up the additional £100 cost by either selling more sandwiches or marking up the cost of their food to cover the difference.
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