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Q.1 Short Questions: (18)
i. Define the term “financial management” in your own words.
Financial Management means planning, organizing, directing and controlling the financial activities such as procurement and utilization of funds of the organization, so that the company can gain its profits and be successful. 
ii. How do business and personal finance differ?
Business finance refers to the finances of organizations- companies, government agencies, and institutions such as hospitals. It addresses issues such as (1) revenue, expenses and profit; (2) assets, liabilities, cash flows and net worth; and (3) within assets and liabilities, cash, equities and debt.
Personal finance deals with similar parameters, but applied to an individual’s financial position. Key issues include an individual’s (1) assets, liabilities, and net worth; (2) asset mix, such as equities, bonds, cash, and real estate; (3) retirement planning; (4) risk, including risk of individual asset classes, and ability to meet obligations under a short or long term disability, job loss or catastrophe; (5) insurance coverage to address risk; and (6) small business financial planning.
iii. What could be the main objectives of a financial management team?
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.
iv. How does the financial management team work?
Financial Management can be defined as a branch of management that deals with the effective use of financial resources in an organization. The work of financial management is to plan, organize and control the use of the funds available for business, and to help the business firm in gaining funds for its operation, and utilize them effectively.
Financial management of any organization is financially responsible and accountable to that organization. A Financial Management is accountable to the board of directors, or the head of that organization, and must report (whenever they call for it) the current budget of the organization, the money that is being spent, the money that is earned, when the management expects to earn and spend the money, and also the assets and the liabilities to the heads of the organization. Its financial responsibilities include:
• Creating a reasonable budget for the business that would clearly express the goals of the business, the finances required to achieve these goals, and the various sources of funds.
• Generating the funds for the organisation either through external or internal sources and to ensure that it has enough funds to carry on its objectives.
• Ensuring that the organization does not get side tracked or bites off more than it can chew, in financial terms, i.e.: to ensure that it does not accept obligations that would require funds that are not available.
• Paying the various bills, taxes, and clear the financial obligations of the organization on time, and to ensure that enough funds are set aside for this purpose.
• Maintaining a proper and comprehensive record of the funds and the financial activities and decisions of the business. For instance, to divide funds acquired in such a way that it would please the various shareholders, and also keep enough funds for further operations, future projects, and to pay the various sources and elements of production.
• Reporting to the various heads of the organisation, the avenues, current status and the use of the finances.
• Ensuring that the money is being spent in proportion with the income, and if not, to immediately rectify the expenditures.
Financial managers perform data analysis and advise senior managers on profit-maximizing ideas. Financial managers are responsible for the financial health of an organization. They produce financial reports, direct investment activities, and develop strategies and plans for the long-term financial goals of their organization. Financial managers typically:
•Prepare financial statements, business activity reports, and forecasts,
•Monitor financial details to ensure that legal requirements are met,
•Supervise employees who do financial reporting and budgeting,
•Review company financial reports and seek ways to reduce costs,
•Analyze market trends to find opportunities for expansion or for acquiring other companies,
•Help management make financial decisions.
v. Give three examples of external and three for internal sources of finance.
Internal Sources

Reinvested Profit
+ Profit can provide a return for investors in which investors plough back into business to help it grow.
+ Does not have associated costs.
+ Does not have to be repaid unlike loans.
+ No interest charges.
- May be limited which will constrain rate at which business expands.

Cash Squeezed Out by Day-to-Day Finance
+ Reduces amount needed to be borrowed (cutting stocks, chasing up customers or delaying payments to suppliers).
- Very short term solution.

Sale of Assets
+ Sold to raise cash.
+ Makes sense to dispose of underused assets.
+ Finance development without extra borrowing.
+ They can sale and lease it back.
- Loses assets but has the use of the cash.
External Sources
Bank Overdrafts
+ The firm only needs to borrow only when and as much as it needs.
- Very expensive and bank can insist being repaid within 24 hours.

Trade Credit
+ Good way of boosting day-to-day finance.
- Other businesses may be reluctant to trade with the business if they do not get paid in good time.

Venture Capital
+ Usually want to contribute to the running of the business - bring in new experience and knowledge.
- Requires a substantial part of the ownership of the company.

vi. What is the importance of financial management in a business?
As we pay closer attention to the functions of financial management, it explains clearly how important financial management is to any organization, below are functions and how they work, 
• 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. 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:
•	To speed up Collections
•	To slow down disbursements
•	To maximize profits
•	To fully allocate the cash with no delay to the different departments and divisions of the Business where it is needed
•	To secure the operations of the company
•	To satisfy both liabilities and other operational expenses of the company.

• Risk Management

Risk management is the process of identifying, analyzing and minimizing the uncertainties in Investment decision-making. Fundamentally, risk management commences anytime an investor or fund manager analyzes 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, any debt payment, production costs, etc. A financial manager must control the expenditures of the organization 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.
Financial management is important mainly because it helps to make decisions towards the maximization of value of the firm. The importance of financial management to a firm are as follows: 
1. Financial Management Helps Setting Clear Goal
 Clarity of the goal is important for any firm. Financial management defines the goal of the firm in clear terms (maximization of the shareholders wealth). Setting goal helps to judge whether the decisions taken are in the best interest of the shareholders or not. Financial management also direct the efforts of all functional areas of business towards achieving the goal and facilitates among the functional areas of the firm.
2. Financial Management Helps Efficient Utilization Of Resources
 Firms use fixed as well as current assets which involve huge investment. Acquiring and holding assets that do not earn minimum return do not add value to the shareholders. Moreover, wrong decision regarding the purchase and disposal of fixed assets can cause threat to the survival of the firm. The application of financial management techniques (such as capital budgeting techniques) helps to answer the questions like which asset to buy, when to buy and whether to replace the existing asset with new one or not.
 The firm also requires current assets for its operation. They absorb significant amount of a firm's resources. Excess holdings of these assets mean inefficient use and inadequate holding exposes the firm into higher risk. Therefore, maintaining proper balance of these assets and financing them from proper sources is a challenge to a firm. Financial management helps to decide what level of current assets is to be maintained in a firm and how to finance them so that these assets are utilized efficiently.
3. Financial Management Helps Deciding Sources Of Financing
 Firms collect long-term funds mainly for purchasing permanent assets. The sources of long term finance may be equity shares, preference shares, bond, term loan etc. The firm needs to decide the appropriate mix of these sources and amount of long-term funds; otherwise the firm will have to bear higher cost and expose to higher risk. Financial management (capital structure theories) guides in selecting these sources of financing.
4. Financial Management Helps Making Dividend Decision
 Dividend is the return to the shareholders. The firm is not legally obliged to pay dividend to the shareholders. However, how much to pay out of the earning is a vital issue. Financial management (dividend policies and theories) helps a firm to decide how much to pay as dividend and how much to retain in the firm. It also suggests answering questions such as when and in what form (cash dividend or stock dividend) should the dividend be paid?
2. “The financial management of any organization requires a good level of planning”. Discuss. (7) 
Financial Planning is 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-
1. Adequate funds have to be ensured.
2. Financial Planning helps in ensuring a reasonable balance between outflow and inflow of funds so that stability is maintained.
3. Financial Planning ensures that the suppliers of funds are easily investing in companies which exercise financial planning.
4. Financial Planning helps in making growth and expansion programs which helps in long-run survival of the company.
5. Financial Planning reduces uncertainties with regards to changing market trends which can be faced easily through enough funds.
6. Financial Planning helps in reducing the uncertainties which can be a hindrance to growth of the company. This helps in ensuring stability and profitability in concern.
Financial planning is the process of meeting of the goals through proper management of finance. 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 term financial plans. A financial planner creates a budget that would cover the sudden increases or hikes in prices, and create stability within the organization in spite of the many uncertainties of the financial world. For example, buying a particular investment might help pay off a mortgage faster or might delay retirement significantly. Financial managers must plan of ways to protect and to increase the business’s competitive advantage in its various target markets.
The planning of finances is undertaken with the following objectives in mind:
• To spend funds in such a way that there is no wastage and that there are maximum returns on the investment of these funds, irrespective of the organization’s funds being scarce or plenty
• To determine the capital or the funds required in both long term as well as short term projects. This means determining the expenses on the various factors of production for all projects. For instance, the changes that may occur in the cost and the market of various units of production and the expenses required for the functions aside from production,
• To create a system or a policy which deals with the efficient and planned distribution of profits, and makes decisions on where, why and how many funds go to various parties, controls the current funds.

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.
Example of a fixed cost is the rent of the shop and a variable cost is the price of bread supplied or the sandwich bag. 
2. What happens to the breakeven point if:
a) The price of a sandwich is reduced to £1.50
‘Tasty break’ will still make a profit of 0.50 pounds as the cost of sandwich is 1pound. 
The breakeven point will be reduced.
b) A cheaper bread supplier is found reducing the production costs to 70p?
That is even better for ‘tasty break’ as they will be making more profit. If the sandwich is sold at 2pound, then the profit is 1.30 ponds.
c) Fixed costs increase to £1100 per month
The breakeven point will reduce to an increase in fixed cost.
If the fixed costs increase to 1100pounds then ‘tasty bread’ has to increase the sandwich price slightly higher in order to make profit. If initially the sandwich was sold at 2pounds, then they should make it 2.3pounds or even 2.5pounds in order to cater for higher fixed cost of 1100pounds.   
[bookmark: _GoBack]And if the sandwich price stays the same with minimal profit then the sale has to increase in order to see more profit.
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