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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. 
i. Financial management refers to the efficient and effective management that deals with use of financial resources in an organisation. Financial management works on how to help business firm to gain, plan, organise and also control funds in benefit of the company in short and long term period. 
The most important goal of financial management is to promote and gain finances for its business. 

ii. Personal finance is the financial management which an individual or a family perform to budget, save, and spend money over time, taking into various financial risks. 
The biggest risk, is the concept of leverage. Leverage, refers to any technique that can be used to multiply gains, but, if it fails, it also multiplies losses. Examples of leverage include borrowing money and investing them. 
If leverage is successful it’s good for both individuals and business, but if leverage fails in business world, people may lose their business or profit of the investment, but they can still come home to their normal life and they will not lose any of their properties or valuables.
On the other hand, if your leverage in your personal life fails, you lose a lot of things. People that you owe money will come after your assets. If you’ve leveraged your home (mortgage) and can’t pay the bills, they’ll repossess your home, if you’ve leveraged your cars and can’t pay the bills, they’ll repossess your car.
So, in business, leverage has a potentially great upside and the consequences of the downside have limited effect on your personal life. In personal life, leverage doesn’t have that big of an upside and has a potentially strong negative effect on your personal life

iii. The main objective is to manage money effectively, so the business gains maximum profit, to achieve the profit management has to make sure that they do all the following:
· Preserve assets
· Proper credit management
· Increase shareholder value over time
· Exercise good risk management in investing
· Control cost
· Wealth increase
· Provide adequate insurance protection against personal issues etc.

iv. Financial management can be broken down in to three major areas:
· Investment decisions
The most important decision of all. In the terminology of financial management, the investment decision means budgeting. 
Investment decisions are concerned with the question whether adding to capital assets today will increase the revenues of tomorrow to cover costs. 

· Financing decisions
The financing decision involves two sources from where the funds can be raised, using a company’s own money, such as share capital, retained earnings or borrowing funds from the outside in the form loan, bond. The objective of financial decision is to maintain a capital structure, for example a proper mix of debt and equity, to ensure the tradeoff between the risk and return to the shareholders.

· Asset management 
Asset management is a systematic process of developing, operating, maintaining, upgrading, and disposing of existing assets cost effectively.
v.
	External 
	Internal 

	Bank overdraft 
	Personal finance 

	Leasing 
	Retained earnings 

	Mortgage 
	Property 

	
	

	
	


vi. Proper use and allocation of funds leads to improve the operational efficiency of the business concern. When the finance manager uses the funds properly, they can reduce the cost of capital and increase the value of the firm. Financial management helps to take financial decision in the business concern.
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Q.2.
Level of planning should be excellent in every case when we talk about money. Financial management has to plan how a business will achieve its goals and objectives. Financial management will set up financial plan and in there must be described all activities, resources and materials that are needed to achieve set up goals in set up timeframe. They also have to be prepared that not all can go how it was planned, in this case financial management would come with a back-up plan or any other reasonable solution. 

Case Study
1.
	Fixed cost
	Variable cost

	Property rental
	Cost of bread



2.
a) If charging price for one sandwich is £1.5 instead of £2, the profit will be only 33.3% instead of 50%. 
b) If producing price is £0,7 instead of £1, the actual profit will be 65% instead of 50%. 
c) Need to sell an additional 100 sandwiches to break eve
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