GLORY EKE

ASSESSMENT 5 

MANAGING FINANCE
Q.1 Short Questions:

i. Define the term “financial management” in your own words. 
Financial management is the process of planning, organising, controlling and monitoring financial resources with a view to achieve organizational goals and objectives. It involves such activities as procurement of funds, utilisation of funds, accounting, payments, risk assessment and every other thing related to money.

ii. How do business and personal finance differ?
Business finance relates to the finances of organisation and it includes issues such as revenue, expenses, profits, assets, liabilities, cash flows and net worth, etc.  On the other hand, personal finance deals with similar issues but applied to an individual’s financial position such as assets, liabilities, and net worth etc.  The big difference is that business fiancé is aimed at running a business with the aim of making profits while personal finance is aimed at paying ones bills and expenses and putting some extras aside as savings.
 iii. What could be the main objectives of a financial management team? 
According to the Handbook to this course, the main objective of financial management is to gather, manage and spend the company’s money effectively, enabling it to gain profits and prosper.  The financial management team is therefore ensures that there is regular and adequate supply of funds to the concerns of the organisation.  To do this, the team need to plan a sound capital structure so that a balance is maintained between debt and equity capital.

iv. How does the financial management team work? 
Financial forecasting: this is the process of estimating or predicting how a business will perform in the future. Here the financial management team tries to predict how the business will look financially in the future and it can involve predicting other revenue such as future fixed and variable costs, and capita, etc.
Capital Budgeting: this is the process that team uses to determine which proposed fixed asset purchases it should accept and which should be declined. This process is used to create a quantitative or statistical view of each proposed fixed asset investment, thereby giving a rational basis for making a judgment.
Capital Management: this is based on a careful analysis of assets and liabilities, and managing each individual component in order to improve efficiency and earnings for the organisation. The main objective of the team here is to work towards maintaining the working capital operating cycle, minimising the cost of capital spent on the working capital, and maximising the return on current asset investments, etc.

Financial risk management: this is the process of evaluating and managing current and possible financial risk in an organisation as a method of decreasing the organisation’s exposure to the risk. Here, the team must identify the risk, evaluate all possible remedies, and then implement the steps necessary to alleviate the risk. 

v. Give three examples of external and three for internal sources of finance. 
External sources of finance are those sources of finance which come from outside the business and they include bank loans, sale of stocks and shares, government grants and subsidies.

Internal sources of finance refer to money that comes from within a business and these include owners’ capital/savings, retained profit and selling assets.
vi. What is the importance of financial management in a business? 
Financial management helps to maintain enough supply of funds for the organisation and ensures shareholders or investors get good returns on their investment.

2. “The financial management of any organisation requires a good level of planning”. Discuss
Financial planning deals with making decisions on what to spend, how to spend and how much to spend according to the funds that are available to an organisation.  For this reason, planning is not only done to make sure that finance is available in a timely manner, but also that the company knows exactly where to raise the money from when it is needed.  

An organisation has to plan to make sure they accumulate just the right amount of funds because too little money is bad as well as too much of it. Planning helps in gathering, storing and using just the right amount of funds.

At any given point in time, an organisation might have multiple investment proposals and they need to decide which among them is the most affordable, the most profitable and has the highest chance of success, hence a good financial management planning is required.

Every organisation has to face unforeseen expenses, crisis situations and events over which they have no control and emergency funds would needed to tide over these tough phases. One of the roles of financial planning is to make sure that there are enough reserves for such occasions, and that these reserves are continuously renewed as and when they get depleted.

3. Case Study 

‘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 an expense that does not change as production volume increases or decreases within a relevant range and an example here is £1000. 
Variable costs are production costs that change in proportion to the amount of goods that are produced and this means that for every good that is produced, variable costs increase by the same amount. An example is the cost of producing a sandwich which is £1.

2. What happens to the breakeven point if: 
a) The price of a sandwich is reduced to £1.50 
This will reduce the profit Tasty Break would make from the sandwich.

b) A cheaper bread supplier is found reducing the production costs to 70p? 
Right now, they are making a profit of £1 for every sandwich made and if production cost is reduced to 70p, they would be making an addition 30p for each sandwich.

c) Fixed costs increase to £1100 per month
If the fixed costs increase, the production cost would also increase.  This will increase the selling price thereby reducing the profit made.
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