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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 

 Q.1 Short Questions: 
i. Define the term “financial management” in your own words. 
Answer: Financial Management means planning, organizing, directing and controlling the financial activities such as procurement and utilization of funds of the enterprise.
 
ii. How do business and personal finance differ? 
Answer: In personal life, most of the things you purchase for your life aren’t there to turn a profit. You might earn a small return on your home, but the days of the housing bubble are over. Virtually everything else you buy, from your car to your home entertainment equipment, is going to rapidly go down in value. 
Within a business, leverage has a tremendously nice upside. If you’re able to borrow money, that means you can get by with a smaller investment in that business – and if you turn a profit, that means the ratio between your investment and the profit you make is much larger.

iii. What could be the main objectives of a financial management team? 
Answer:  The financial management is generally concerned with procurement, allocation and control of financial resources of a concern. The objectives can be-
a) To ensure regular and adequate supply of funds to the concern.
b) To ensure optimum funds utilization. Once the funds are procured, they should be utilized in maximum possible way at least cost.
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c) 
d) To plan a sound capital structure-There should be sound and fair composition of capital so that a balance is maintained between debt and equity capital.
e) A business firm is profit seeking organization so naturally maximization of profits is one of the basic objectives of financial management.

iv. How does the financial management team work? 
Answer: Teamwork contributes to a company performance as follows ;
1) It improves the organisation’s problem –solving and decision making ability.
2) Fosters effective interpersonal relationship of the group member.
3) It improves communications within the group.
4) Financial team plays an essential role in increasing efficiency of employees eventually benefitting the organization and yielding higher profits.
Team work is important to company’s performance as teamwork allows:
significant improvement in performance when compared to traditional
supervisory structures; job satisfaction.
 
v. Give three examples of external and three for internal sources of finance. 
Answer: Internal source of finance;
1) Personal Savings; Personal savings are the backbone of many small businesses. If your business doesn't have the assets to finance your project, you may still have personal finances that you can contribute to the business.
2) Fixed Assets; Fixed assets are those that are not easily converted to cash. Typically, these assets include equipment, property and factories. Because these assets take time to convert to cash, they cannot be relied on for short-term access to finance
3) Retained Earnings; Retained earnings are an easy source of internal financing to use because they are liquid assets. Retained earnings are the portion of net income that you have retained in your company and not paid out. 
External source of finance;
1) Loan; The most common way is through borrowing from a bank. This can be in a form of an overdraft or loan. and is usually set over a period of time
2) Share Capital: On the other hand, if the business is a limited company, it may look for additional share capital. This could come from private investors or venture capital funds. Venture capital providers are interested in investing in businesses with 
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3) dynamic growth prospects. They are willing to take a risk if a business fails, or does well.
4) Leasing and Hire Purchase; Choosing hire purchase or lease as an option over paying the full amount to the supplier of goods can help businesses delay its cash payment which is equal to having its goods financed.

vi. What is the importance of financial management in a business? 
Answer; Financial management playing a very important role in business, This allows the business to stand apart from the competition and it gives customers a compelling reason to purchase products or services from that particular business. However, for any business to succeed and grow in the long run, this unique selling point needs to be matched with a strong financial management plan. 
Financial management covers a wide range of tasks and responsibilities like
a) Cost analysis b) Monthly cash flow analysis c) credit & collection e) summary etc.
 
2. “The financial management of any organisation requires a good level of planning”. Discuss. 
Answer; Financial management is more than keeping accounting records. It is an essential part of organisational management and cannot be seen as a separate task to be left to finance staff. You can only achieve effective financial management if you have a sound organisational plan. 
      Planning is the function of management that involves setting objectives and determining a course of action for achieving those objectives. Planning requires that managers be aware of environmental conditions facing their organization and forecast future conditions. It also requires that managers be good decision makers.
Financial management must be aware of the critical contingencies facing their organization in terms of economic conditions, their competitors, and their customers. Planners must then attempt to forecast future conditions. These forecasts form the basis for planning. 
1. Strategic Planning; involves analyzing competitive opportunities and threats, as well as the strengths and weaknesses of the organization, and then determining how to position the organization to compete effectively in their environment.
2. Operational Planning; Generally assumes the existence of organization-wide or subunit goals and objectives and specifies ways to achieve them. Planning that is designed to develop specific action steps that support the strategic and tactical plans.
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Case Study.
 
1. Give one example of a fixed cost for ‘Tasty Break’ and one variable cost. 
Answer;  All the costs faced by companies can be broken into two main categories: fixed costs and variable costs. 
Fixed costs are costs that are independent of output. These remain constant throughout the relevant range and are usually considered sunk for the relevant range (not relevant to output decisions). Fixed costs often include rent, buildings, machinery, etc. 
Variable costs are costs that vary with output. Generally variable costs increase at a constant rate relative to labor and capital. Variable costs may include wages, utilities, materials used in production, etc. 
In accounting they also often refer to mixed costs. These are simply costs that are part fixed and part variable. An example could be electricity--electricity usage may increase with production but if nothing is produced a factory still may require a certain amount of power just to maintain itself. 
 

2. What happens to the breakeven point if: 
a) The price of a sandwich is reduced to £1.50 
Answer; when the price is reduced to £1.50 then you could reduce the amount of fixed costs.  
	£1000 cost per day                          
	667 sandwiches per day need to be sold to break even                                

	£1.50 price per sandwich
	



The 667 sandwich to be sold will be generate the final £1.50 contribution needed to cover all the fixed costs. The 668th sandwich sold will generate a £1.50 contribution and this time it will be profit. Here we have calculated  the break even output per day, however, this could be done weekly, monthly or yearly as 
well.

b) A cheaper bread supplier is found reducing the production costs to 70p? 
Answer; When the supplier reducing the production costs to 70p then the variable amount will be changed and the fixed amount can be changed as well.
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c) Fixed costs increase to £1100 per month 
Answer; There are several reasons why break-even point will increase. One reason is an increase in the fixed costs, such as rent, machinery upgrading etc. The break-even point will also increase when the variable expenses increase without a corresponding increase in the selling prices.
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