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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. 
	Please insert your completed assignment (in word format) here:
Q1. i.
Financial Management is the planning, organising, directing and controlling the financial activities of an organisation to ensure it has sufficient funds and sound financial processes for the delivery of its business and that it is able to thrive and profit.

Q1. ii. 
Business and personal finances differ in that most of your personal finance purchases are not done for the purposes of investment or making profit and it would be extremely risky to borrow in your personal life for the purposes of making profit. However, if you do want to borrow money to invest with a view to making a profit it is much better to start a business and have the business borrow the money, it is not uncommon practice for a business to do this and it is often referred to as leverage. Providing you set up the business with minimal personal liability your own personal assets will be protected should the investment fail. If you borrow money personally and the investment fails your assets, such as your house, will be used to settle the debt.

Q1.iii. 
The main objectives of a financial management team could be:
· To ensure there is adequate income to support the business.
· To ensure funds are managed effectively and efficiently and can be accounted for, reported on and are properly protected.
· To ensure sound financial planning and investment to allow the business to thrive and develop.
Q1. iv.
In an organisation of any size it is unlikely that any one person will carry out the entire financial management function; therefore, it is necessary to have a team of people to do this. In larger organisations it is likely that individuals will have specific functions for example accounts payable, credit control, forecasting, risk management and insurances. The team will have a hierarchy culminating in the Chief Financial Officer who will be the one strategically responsible. The team will operate within a set of financial policy and procedures and to a chart of accounts that will allow for the accrual, retrieval, monitoring and reporting of information.

A possible structure could be: (over page)
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Q1. v.
Three examples of external sources of finance:
· Bank loan; repayable over an agreed period of time, with interest applied and may or may not be secured.
· Government grants; not repayable but usually awarded for a specific purpose that requires certain criteria to be met.
· Overdraft; more of a short term solution that is more flexible and quicker to arrange than a loan.
Three examples of internal sources of finance:
· Retained profits; profits retained after a full year of trading and all payments have been made. 
· Working capital; The difference between current assets and current liabilities. Assets can be converted to cash.
· Personal savings; Savings of an owner, partner or shareholder.

Q1.vi.
Financial management is important in any business as it underpins the ability to trade and profit. In order to carry out any business you need cash in some form to amass the necessary tools for your business – these tools being to employ staff, purchase material and equipment, advertising and marketing, maintaining premises. All this requires financial management to balance incoming cash against immediate, medium and long terms needs for expenditure. Everything you do will have an impact on cash-flow and failure to manage this will be detrimental to your business and as discussed in earlier chapters many business fail in their first year owing to insufficient cash flow.
Q2.
The financial management of any organisation requires a good level of planning.
Without sound financial planning a business will fail. Finance is integral to all its functions.
A business must know where it wants to be in order to make a judgement about whether or not it is financially feasible. Forecasting and budgeting will allow a business to decide whether it can take on future projects or growth and what actions are needed to support this.
For example; if a company currently makes 1 type of widget but in 12 months’ time it wants to be producing 2 types of widget then you need to know and plan for the following:
· Required development time and cost; 
· when will materials need to be purchased?
· if and when will additional staff or equipment be needed?
· How and when will you make potential buyers of widget 2 aware of its availability?
· How much will you have to charge for widget 2 to make it profitable?
· Is this charge going to be viable?
· What if production is delayed?

All these activities require funding and sufficient cash flow at the various stages. Is widget 1 currently generating sufficient cash flow to support this development, if not can additional income be secured in such a way that the venture will remain profitable? There is no point in a business undertaking an underfunded project or missing out on a development opportunity because there has been insufficient input into financial intelligence and planning.

As well as development the general running of the business requires financial planning and all available funds need to be utilised to maximize profits. Capital budgeting is not just about new ventures but you need to ensure your operating infrastructure is maintained and equipment etc. is replaced in a timely fashion and regularly maintained. If broken machinery means you cannot make your product then your cash flow will suffer. 
You need to have short, medium and long term plans and contingencies so that available funds can be utilized quickly and efficiently. 
You need to plan your accounts and how you are going to record finance so that expenditure information can be used to inform future plans or track actual against planned expenditure. 
Almost inevitably anything done in an unplanned way is more costly than that of an informed and prepared action.

Case Study 1.
An example of a fixed cost for ‘Tasty Break’ is rent as this remains constant regardless of how many sandwiches are sold. An example of a variable cost is the cost of sandwich fillings.
Case Study 2 
With fixed costs of £1000, cost of production £1 per sandwich and a selling price of £2 per sandwich the initial break-even point is:
£1000/ (£2 - £1) = 1000 
Case Study 2 a)
If all other variables in the initial break-even scenario remain the same but the price of a sandwich is reduced to £1.50 the break-even point will be increased and more sandwiches will have to be sold to achieve it.
£1000/ (£1.50 - £1) = 2000.
Case Study 2 b)
If all other variables in the initial break-even scenario remain the same but production costs are reduced to £0.70 then the break-even point will be reduced and fewer sandwiches need to be sold to achieve it.
£1000/ (£2.00 - £0.70) = 770 
Case Study 2 c)
If all other variables in the initial break-even scenario remain the same but fixed costs increase to £1100 then the break-even point will be increased and more sandwiches will have to be sold to achieve it.
£1100/ (£2.00 - £1) = 1100 
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