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Assessment 5 
1: Short questions:
i. Define the term “financial management” in your own words.
Financial Management is the specialized function directly associated with the top management which deals with planning, organizing, directing and controlling the financial activities such as procurement and utilization of funds of the enterprise in an efficient way. It means applying general management principles to financial resources of the enterprise in such a manner as to accomplish the objectives of the organization.

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 financial management is generally concerned with procurement, allocation and control of financial resources of a concern. The main objectives for financial management can be as follow:-
· To ensure regular and adequate supply of funds to the concern.
· To ensure adequate returns to the shareholders which will depend upon the earning capacity, market price of the share, expectations of the shareholders.
· To ensure optimum funds utilization. Once the funds are procured, they should be utilized in maximum possible way at least cost.
· To ensure safety on investment, i.e, funds should be invested in safe ventures so that adequate rate of return can be achieved.
· To plan a sound capital structure-There should be sound and fair composition of capital so that a balance is maintained between debt and equity capital.

iv. How does the financial management team work?
Financial Management team in any organization performs the below functions to carry out their team work for an organization.
· Estimation of capital requirements: The team makes estimation with regards to capital requirements of the company. 
· Determination of capital composition: Once the estimation have been made, the capital structure have to be decided. This involves short- term and long- term debt equity analysis.
· Choice of sources of funds: For additional funds to be procured, the financial management team has many choices like issue of shares and debentures, loans to be taken from banks and Public deposits to be drawn like in form of bonds.
· Investment of funds: The team has to decide to allocate funds into profitable ventures so that there is safety on investment and regular returns is possible.
· Disposal of surplus: The net profits decision have to be made by the financial management team. This can be done in two ways: dividend declaration and retained profits.
· Management of cash: Financial Management team has to make decisions with regards to cash management. 
· Financial controls: The financial management team has not only to plan, procure and utilize the funds but he also has to exercise control over finances.

v. Give three examples of external and three for internal sources of finance.
Examples of External Sources of Finance
· Equity Shares
Equity shares are a common source of finance for big companies. Not all the businesses can use this source as it is governed by a lot of legislations.
· Debentures
Debentures are another common means of finance used by companies who prefer debt over the equity. Debt is considered to be the cheaper mode of finance compared to equity.
· Trade Credit
Trade credit is nothing but the credit given to a business by their creditors/ suppliers. It allows a business to delay its payments by some period.

Examples of Internal Sources of Finance
· Retained Earnings
Retained earnings are an easy source of internal financing to use because they are liquid assets. Retained earnings are the portion of net income that you have retained in your company and not paid out.
· Current Assets
Current assets consist of cash or anything that can easily be converted into cash. For example, if your business has stock holdings in other companies, you can divest yourself of those stocks and use the proceeds as a source of financing. 
· Fixed Assets
Fixed assets are those that are not easily converted to cash. Typically, these assets include equipment, property and factories. Because these assets take time to convert to cash, they cannot be relied on for short-term access to finance. 

vi. What is the importance of financial management in a business?
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?
The importance of financial management is not limited to the managers who make decisions in the firm. Proper financial management will help firms to supply better product to its customers at lower prices, pay higher salary to its employees and still provide greater return to investors.


2.	“The financial management of any organisation requires a good level of planning”. Discuss.
Planning is the process of thinking about and organizing the activities required to achieve a desired goal. It involves the creation and maintenance of a plan, such as psychological aspects that require conceptual skills. Financial management also requires good level of planning to achieve the financial goals. 
Financial planning is the process of meeting 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 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
‘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.
Fixed cost: Equipment Cost - Normal operations costs for ‘Tasty Break’ is the cost for equipment that remain constant from month to month.
Variable Cost: Example of variable cost include cost of hourly wages paid to employees and some utilities such as water. 
	
2. What happens to the breakeven point if:
a) The price of a sandwich is reduced to £1.50
If the price of a sandwich is reduced to £1.50,  ‘Tasty Break’ would have to sell more quantities of sandwiches and the breakeven point will be extended to higher point on the graph keeping in mind the Total Cost remains constant.
b) A cheaper bread supplier is found reducing the production costs to 70p?
If a cheaper bread supplier reduces the production costs to 70p, eventually ‘Tasty Breaks’ have to look up on the costs and revenue graph, as it will bring a great effect on the Break Even point. At a certain level, the breakeven point might occur earlier due to tough competition.
c) Fixed costs increase to £1100 per month
If the fixed cost increases to £1100 per month, then it would have to sell less sandwiches accordingly. On the other hand the ‘Tasty Breaks’ have to re-evaluate the strategies to increase the revenue and profit, keeping in mind the competition in the market. Increase in the Fixed Cost due to any factor effects the Break-even point as it might occur earlier if the profit and revenue is not increased.
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