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Q.1.

i. The term “financial management” refers to the department (body of business) who plan, organize, direct and control financial activities in a company.

ii. Business and personal finances differ, but there are some tactics that do work well in both finances.  Cutting spending works for both, as well as investing.  Leverage, which is a technique used to multiply gains by borrowing money, can work well for business finance, but can have catastrophic results if used in personal finance.  In business, leverage is used to build up the business and increase profit margin.  If leverage fails in the business, you can still go home and drive your car.  If leverage is used personally, and it fails, you could loose your home or car!  Usually a loan for personal finance is used to buy goods, something that will go down in value, not make a profit on.  

iii. The main objectives of financial management team, as well as gather, manage and spend, could be to maximize profit for the business in the short and long term.  To make sure the business has proper cash flow to pay day-to-day expenses and salaries, and to survive in the business world.  Most of their objectives are in a supportive capacity to provide business owners with relevant information on the company, and to minimize on capital cost so as to gain more profit.  Other objectives are planning, organizing, controlling and monitoring financial resources in order to achieve organizational objectives. 

iv. Financial management teams ensure the financial health of an organization through investment activities and long-term financing strategies. They prepare financial statements, activity reports and forecasts.  They monitor financial details and do reporting and budgeting.  They review company financial reports and seek ways to reduce costs.  They analyze market trends looking for opportunities of expansion.

v. External sources of finance: Taking on a new business partner, term loan / debentures, bank overdraft.
Internal sources of finance:  Retained earnings, current assets, and personal savings.
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vi. Finance and efficient financial management play a very important role in the success of a business.  They are there to help the business achieve peak performance by providing information on how the business is doing financially, as well as operationally and strategically.  They keep an accurate check on accounting and financial reports, making sure the business does not over spend.  The importance of financial management is a lot greater in a small business.  Financial management help set the goals of the business, as well as deciding what level of current assets is to be maintained in a firm.  A proper financial management team will help firms supply better products to its customers at lower prices, pay higher salary to its employees and still provide greater return to investors.



Q.2.

The financial management of any organization requires a good level of planning, this is the process of estimating the capital required and determining its competition.  It is the process of framing financial policies in relation to procurement, investment and administration of funds of a business.  Financial planning has got many objectives to look forward to:  Determining capital requirements – this will depend upon factors like cost of current and fixed assets, promotional expenses and long range planning.  Capital requirements have to be looked with both aspects, short term and long-term requirements. Determining capital structure – the capital structure is the composition of capital, i.e. the relative kind and proportion of capital required in the business.  This includes decisions of debt equity ration – both short term and long term.  Framing financial policies with regards to cash control, lending, borrowing, etc. A finance manager ensures that the scarce financial resources are maximally utilized in the best possible manner, at least cost in order to get maximum returns on investment.
Financial planning is a process of framing objectives, policies, procedures, programmes and budgets regarding the financial activities of a concern.  This ensures effective and adequate financial and investment policies.  The importance can be outlined as: adequate funds have to be ensured, financial planning helps in ensuring reasonable balance between outflow and inflow of funds so that stability is maintained. Financial planning ensures that the suppliers of funds are easily investing in companies which exercise financial planning.  Financial planning helps in making growth and expansion programmes, which help in long run survival of the company.  Financial planning reduces uncertainties with regards to changing market trends, which can be faced easily through enough funds.  Financial planning helps in reducing the uncertainties that can be a hindrance to the growth of the company.  This helps in ensuring stability and profitability in concern.	
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Case Study.

1.        A fixed cost for “Tasty Break” would be the rental of the premises.
           A variable cost would be the increase in price of the produce bought to make the sandwich.                

2.

a) If the sandwich was reduced to 1.50, then the profit margin reduces by 50%.
b) Cheaper bread reduces costs to 70p, and then the profit margin increases to 130%.
c) If fixed costs increase to 1,100 per month then the profit margin drops, break even becomes higher.  A price increase would be needed, or to look at ways of cutting costs.
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