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Managing Finance
 
Assessment 5                                                                                    Total Marks: 30                                                
Q.1 Short Questions: (18) 
i. Define the term “financial management” in your own words. 
Financial Management is a branch of management that is in charge of the efficient and effective management of funds in such a manner as to accomplish the objectives of the organisation.
It means planning, organising, directing and controlling the financial activities of the enterprise. 
Its objective is to attain the objectives as a business concern and return maximum value to shareholders.
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It involves precisely defining a company’s business objectives, identifying and quantifying its resources, devising a plan for utilising finances and other resources to achieve goals; and establishing procedures for collecting and analysing data, making financial decisions, and tracking and analysing variance between budgeted and actual results to identify problems and take appropriate corrective actions.
ii. How do business and personal finance differ? 
Business finance addresses issues such as revenue, expenses and profit, assets, liabilities (cash, equities and debt), cash flow and net worth.
Personal finance deals with similar parameters but applied to an individual. The concepts are quite similar.
There are some tactics to manage finance that work well for both activities, though some others may vary when coming to those of businesses, since the amount of money involved is larger and there are other responsibilities involved.
Some of the concepts applied to business finance (like leverage, for example) cannot be applied to personal finance. If used and it fails a person can lose most of his capital. Since most of the things a person purchase for his life aren’t there to turn a profit, you might earn a small return if this technique is applied. Therefore, it usually doesn’t work.
We can conclude that business and personal finance share lots of similarities, but also have some differences.
iii. What could be the main objectives of a financial management team? 
The main objective of a financial management team is to gather, manage, and spend money of the company effectively, so that it can gain profits and prosper. Here are the objectives undertaken by this management:
· Preserve assets.
· Proper Credit Management.
· Increase shareholder value over time.
· Exercise good risk management in investing.
· Control costs.
· Create a plan of work that is balanced in its expenditure and in its income.
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· Profit maximization through minimum expenditure of acquired funds in such a way that there is no unnecessary cost and the returns derived from the investments of the business are in the max.
· Increase wealth by making investments in projects or organization that provide a maximum return, and to ensure that the investment is safe.
· Provide adequate insurance protection against personal risk of death, disability, income loss, medical care, property and liability, and unemployment.
iv. How does the financial management team work? 
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 the finance staff or the honorary treasurer. Financial management involves planning, organising, controlling and monitoring financial resources in order to achieve organisational objectives.
A company can only achieve effective financial management if it has a sound organisational plan. A plan means having set objectives and having agreed, developed and evaluated policies, strategies, tactics and actions to achieve these objectives.
Sound financial management will involve long-term strategic planning and short-term operations planning. This financial planning should become part of the organisation’s ongoing planning process.
Functions of Financial Management
· Financial Forecasting
Typically, financial forecasting reflects on what will happen to a company’s cash flow and capital either in short-term, midterm, or long-term. Therefore, it is a foundation which influences the firm in decision and policy making and prepares it for the next years.
It makes decisions on the investments of the funds of the organization. An investment means putting our efforts, interests, or resources into a particular proceeding in the hope of gaining a profit.
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The forecasting methods provide the means for a business to express its goals and focus areas and to ensure that they are aligned to the company’s vision and mission. 
It also facilitates the business in determining the asset requirements and needs for external finances.
In general, financial forecasting is a reliable tool to determine whether the business will succeed or fail or incur gains or losses.
· Capital Budgeting
Capital budgeting or investment appraisal is the process of planning expenditures on assets in which cash flows are expected to operate further than one year.
Through this, a business decides whether projects such as building a new plant or investing in a long-term venture are worth pursuing. Often times, a feasible project's lifetime cash inflows and outflows are assessed in order to determine whether the returns generated meet a satisfactory target benchmark. This aspect also involves making decisions relating to the various sources of finance, the time required to acquire the funds, the type of the source of finance, the duration for which it would finance the organization, the amount that it would contribute, and the means to return the funds to the source.
The commonly used methods of capital budgeting include net present value (NPV), internal rate of return (IRR), discounted cash flow (DCF), and payback period.
· Capital Management
Capital management involves strategies that strive to maintain sufficient and equal levels of working capital, current assets, and current liabilities.
This helps a company to attend total expense obligations while also managing and tracking cash flows that are related to short-term financial decisions.
The following are the goals of capital management:
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· Risk Management
Risk management is the process of identifying, analysing and minimizing the uncertainties in investment decision-making.
Fundamentally, risk management commences anytime an investor or fund manager analyses and quantifies the potential gains and losses in an investment and executes the appropriate actions and omissions based from their investment objectives and risk tolerance.
Inadequate risk management can result in severe consequences for companies as well as to its individual workers. For instance, the recession that began in 2008 was largely caused by the failure of the credit risk management of the directly involved financial firms.
· Accounting
Accounting in financial management includes creation of financial statements, cash flow reports, capital statement, and etc. Such reports will be used to provide information about the business’ performance not only within the company but also to third parties such as investors, creditors, and government to ensure the business’ profitability and solvency. It will also serve as one of the real and concrete bases for the next financial decision making. They must distribute the finances in such a way that there is enough left over for profit even after taking care of the wages of workers, bills of the factories and offices, returns to the sources and shareholders, 
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any debt payment, production costs, etc. A financial manager must control the expenditures of the organisation along with managing and procuring funds.
· Credit Management
Credit management is concerned with decision making on credit limits, acceptable levels of risk, and terms of payment to their customers. Simply put, it is the process for controlling and collecting payments from customers.
An effective credit management system helps in reducing the amount of capital against the debtors and protects the company’s good credit standing and good credit management practices from bad debts.
v. Give three examples of external and three for internal sources of finance. 
External sources of finance are those sources of finance that come from outside the business and suggest the very nature of finance/capital. Some of those sources can be: 
· Equity Shares: this is a common source for big companies. It is the sharing of ownership rights. They produce a return in the form of a dividend or bonus shares offered to stakeholders and is not tax deductible.
· Debentures: they are a means of finance used by companies which prefer debt over the equity. Debt is considered to be a cheaper mode of finance –compared to equity-, and it doesn’t share control with investors. The interest paid to debenture holders is tax deductible.
· Term Loans: they are similar to debentures except that it doesn’t include too much cost of issuing since they are given by a bank/financial institution. These loans are secured by some assets. Besides, common public is not involved in them.
Added to them, we can also find venture capital, preferred stock, leasing, hire purchase, trade credit, bank overdraft, factoring, etc.
Internal sources of finance are funds an organisation can raise from the employee contributions, member contributions, any fund found inside the business: such as:
· Retained Earnings: they are an easy source since they are liquid assets. They are the portion of net income retained in the company and not paid out. 
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In small businesses, they are usually paid to the owners. They can be reinvested into the company as well.
· Current Assets: they consist of cash or anything that can easily be converted into cash, like stock holdings in other companies. However, companies should be careful not to decrease the current assets to levels less than the current liabilities, as this may prevent the company from paying off its debts.
· Personal Savings: they are the backbone of many small businesses. They provide an alternative to seeking external investors or loans and allows to retain the control over the business.
Other sources can be fixed assets, sale of stocks, debt collection, etc.
vi. What is the importance of financial management in a business? 
Financial Management can be defines as a branch of management that deals with the effective use of financial resources in an organisation. This team plans, organise and controls the use of funds available for business, and to help the business firm in gaining funds for its operation, and utilise them effectively.
Any actions taken by this management has one end goal, and that is to promote the finances of its business. As such, it is crucial to every business, one cannot work or progress without financial management.
Financial Management attributes of organizations are no longer prerogative and sole responsibility of the higher ranks of management, but are now the everyday accountability of all managers. A company without cash cannot afford to acquire essential assets such as people, materials, or equipment, needed for a business to function and to earn profits.
Financial management involves managing the firm’s internal cash flows and its mix of debt and equity financing to maximize the value of the debt and equity claims on the firm to ensure that the company can pay off its obligations when they become due.
Financial management of any organization is financially responsible and accountable to that organization. The team must report the current budget of the organization, the money that is being spent, the money that is earned, when the management expects 
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to earn and spend the money, and also the assets and the liabilities to the heads of the organisation.
The main objective of the financial management is to gather, manage, and spend money of the company effectively, so that it can gain profits and prosper. Here are the objectives undertaken by this management:
· Preserve assets.
· Proper Credit Management.
· Increase shareholder value over time.
· Exercise good risk management in investing.
· Control costs.
· Create a plan of work that is balanced in its expenditure and in its income.
· Profit maximization through minimum expenditure of acquired funds in such a way that there is no unnecessary cost and the returns derived from the investments of the business are in the max.
· Increase wealth by making investments in projects or organization that provide a maximum return, and to ensure that the investment is safe.
· Provide adequate insurance protection against personal risk of death, disability, income loss, medical care, property and liability, and unemployment.
2. “The financial management of any organisation requires a good level of planning”. Discuss. (7) 
As discussed in the unit material, financial planning is the process of meeting of the goals through proper management of finance. The financial management of any organisation requires a good level of planning. Financial planning deals with the sources, investment, and administration of the capital.
Financial planning begins by making a clear and researched estimation on the amount of money required to carry out the operations within a set period of time. Then, it is important to determine the sources for the funds and its competition.
It is important to plan the finances as it would then help in effectively controlling the funds. This involves overseeing the fund distribution by making short term and long 
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term financial plans.
Financial managers must plan of ways to protect and to increase the business’s competitive advantage in its various target markets.
Having said this, we can agree that planning is essential for an organisation, and requires to be done thoroughly. Through this process the company will be able to frame objectives, policies, procedures, programmes and budgets regarding the financial objectives. It reduces uncertainties with regards to changing market trends which can be faced easily through enough funds, and also those that can be a hindrance to growth of the company. This helps ensuring stability and profitability.
The company has to plan to make sure they accumulate just the right amount of funds. Too little money is as bad as too much of it. Planning helps in gathering and using just the right amount of funds.
Every enterprise needs a considered amount of funds for day-to-day operations, and the larger the enterprise, the more the money needed. Finance has to continuously flow into the business so that operations proceed unhindered.
Financial planning also ensures consistency of goals, aligning the growth objectives of the enterprise with its financial requirements. It also supports the strategic growth of the organisation, by taking into account risks, capital budgeting estimates, and opportunities in new markets.
Financial planning should start before the commencement of a venture and be carried on throughout its lifetime. It is a vital activity for all businesses. A company with strong financial grip performs strongly in long run and delivers excellence.

Case Study (8) 
‘Tasty Break’ the sandwich business, has fixed costs of £1000. The cost to produce a sandwich is £1 and the price charged for each sandwich is £2. 
1. Give one example of a fixed cost for ‘Tasty Break’ and one variable cost.
A fixed cost is a cost that doesn’t change with an increase or decrease in the amount of goods or services produced or sold. Fixed costs have to be paid by the company, independent of any business activity. Having said that, an example of fixed cost is 
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lease. Regardless of the level of production this operating expense should always be paid. Other examples can be insurance, interest expense, depreciation of assets, annual fixed salaries, advertising, etc.
On the other hand, a variable cost is a corporate expense that varies with production output. They depend on the company’s production volume. An example of this type of expense can be packaging. As the company moves more of these products, the cost for packaging will increase. Conversely, when fewer of these products are sold the costs for packaging will consequently decrease. Other variable costs can be direct material costs, direct labour costs, etc.
These two components comprise the total cost of running a business.
2. What happens to the breakeven point if: 
a) The price of a sandwich is reduced to £1.50 
b) A cheaper bread supplier is found reducing the production costs to 70p? 
c) Fixed costs increase to £1100 per month 
The breakeven point is a point in time (or in number of units sold) when the forecasted revenue exactly equals the estimated total costs; where loss ends and profit begins to accumulate. This is the point at which business, product or project becomes financially viable.
a) If the breakeven point has just been reached and we decide to reduce the value of the sandwich to 1.50 we run the risk of decreasing the chances of getting profit. I believe that the reduction of the price is viable once we have maintained the breakeven point for some months. Maintaining the breakeven point means that people are confident about our product and that a regular amount of people is loyal to our brand. If the company would like to reduce the price without affecting profit, we may start by setting up promotions on a certain day of the week. If this goes well, then increase the frequency of the promotion until we finally introduce the reduction if the profit income manages to maintain through time.
b) If a cheaper bread supplier is found and the breakeven point has been reached, this will help the company to increase its profit since an additional 
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income of 70p per sandwich will be added. When finding cheaper suppliers, the company should always take into account not to compromise the quality since this cost decrease might increase the profit momentarily, but in the long run it will decrease as customers realise the product is not up to the former standards.
c) If the fixed costs increase, the company will have to develop a strategy to increase the profit and cover this extra amount. A possibility will be changing or improving the advertising campaign to attract more customers. Also the promotions with cheaper prices on some days of the week might work. The manager will have to spot potential aspects to improve so that this new fixed costs can be covered. This will depend on each company’s situation.
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