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 Assessment 5 Total Marks: 30 
Q.1 Short Questions: (18) 

I. Define the term “financial management” in your own words. 
Financial Management refers to the effective way of managing funds or finances of a business/corporation etc.  Financial managers must plan, organize and control the use of funds available for the business. By doing so, it helps the financial managers have a clear understanding of how the money is flowing in the business, whether it is a gain or a loss.  Add to that , Financial Managers manage 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 has a main goal and it is to get the business firm to promote its finances.

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:

· Revenue,( expenses and profit)
· Assets (liabilities, cash flows and net worth)  
· Within assets and liabilities (cash, equities and debt)
On the other hand personal finance deals with similar parameters, but applied to an individual’s financial position. Key issues include an individual’s
· Assets, liabilities, and net worth
· Asset mix such as: equities, bonds, cash, and real estate
· Retirement planning
· Risk: including risk of individual asset classes, and ability to meet obligations under a short or long term disability, job loss or catastrophe
· Insurance coverage to address risk
· 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. Some objectives of a financial management team could include:
· Preserving assets.
· Proper Credit Management.
· Increasing shareholder value over time.
· Exercising good risk management in investing.
· Control costs.
· Creating 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.
· Increasing wealth by making investments in projects or organization that provide a maximum return, and to ensure that the investment is safe.
· Providing 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 team have objective that they work on like states above.  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 organization 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 organization, 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.

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. Three examples of external sources of finances could be :
· Equity capital
· Leasing
· Bank overdraft and Loans

Internal Sources of Finance are the sources of finance or capital for business firms which are generated by the business itself in its normal course of operations. Three examples of internal sources of finances could be:
· Reduction or Controlling of Working Capital
· Sale of Assets
· Retained Profits / Retained Earnings

vi. What is the importance of financial management in a business? 
Financial Management is very important in a business because a financial manager recommends the best possible avenues for investments that are safe, so that the company raises profits on a regular basis. A good financial management branch creates strong financial stability throughout the organization, protects them from the uncertainties in the world of business with constant risks and threats to the economy, prices of materials, and the growing interference of crime and politics.

2. “The financial management of any organization requires a good level of planning”. Discuss. (7) 
Financial planning is the process of meeting of the goals through proper management of finance. The financial management of any organization 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 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, and 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. 

VI. Give one example of a fixed cost for ‘Tasty Break’ and one variable cost. 
Variable cost is the cost of productions that are tied to and vary with the number of units produced. For examples if the “Tasty Break” produces 700 sandwiches daily then their variable cost is 700(production) x £1 (cost of production per one) = £700. The more they produce, the higher the variable cost will be.

On the other hand Fixed cost is a cost that does not change. In this case the fixed cost is £1000 and that does not change whether they produce 700 sandwiches daily or 6000 sandwiches daily. This fixed cost could include rent, electricity etc. which tends to stay the same and not change.
2. What happens to the breakeven point if: 
I will answer the question using a dollar currency since my knowledge with pound is minimal. 
a) The price of a sandwich is reduced to £1.50 
Monthly Fixed Costs = $1,000
Profit per cupcake = $0.5 ($1.5(cost) -$1(production cost) )
Break Even = $1,000/$0.50 = 2000

So 2000 Sandwiches need to be sold each month just to break even.
b) A cheaper bread supplier is found reducing the production costs to 70p? 
Assuming that the price of a sandwich as stated in question #2 a.
Monthly Fixed Costs = $1,000
Profit per cupcake = $0.80 ($1.5(cost) - $0.70(production cost) )
Break Even = $1,000/$0.80 = 1,250

So 1,429 Sandwiches need to be sold each month just to break even.
c) Fixed costs increase to £1100 per month 
Assuming that the price of a sandwich and cost of production as stated in question #2a &b.
Monthly Fixed Costs = $1,100
Profit per cupcake = $0.80 ($1.5(cost) - $0.70(production cost) )
Break Even = $1,100/$0.80 = 1,375
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