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 Q1 
i. Define the term “financial management” in your own words. 
Financial management is the branch or department that deals with all aspects of financial resources in an efficient and effective manner in an organisation. The department is financially responsible and accountable to the board of directors and the overall organisation. The financial management needs will continually evolve as a business grows and circumstances change and remain vital throughout the life of the business. Effective planning, organising and directly controlling the financial activities such as procurement and utilisation administration, compliance and cash flow management are just the starting point of skilled financial management. Within any company, the finance departments end goal is to promote and increase the finances of the organisation. 

ii. How do business and personal finance differ? 
Business finance refers to the finances of organisations for example: companies, government agencies, and institutions such as hospitals. It addresses issues such as revenue, expenses and profit; assets, liabilities, cash flows and net worth; and within assets and liabilities, cash, equities and debt.
Personal finance can deal with similar parameters but is applied to an individual’s financial position. It involves all financial decisions and activities of an individual or household – the practices of earning, saving, investing and spending. Matters of personal finance include the purchasing of financial products, like credit cards, life and home insurance, mortgages and of course various investments and investment vehicles. Banking is also considered a part of personal finance.

iii. What might be the main objectives of a financial management team? 
There are many main objectives of financial management. Creating and implementing a budget that states the businesses goals and lists the finances required is a key objective and then generating the funds through internal or external sources whilst preserving assets. A further objective is profit maximization where the finance manager will try to earn maximum profits for the company in the short and long-term. It is difficult however to guarantee profits in the long term because of the business uncertainties. However, a company can earn maximum profits if the proper financial decisions are taken using the companies finances in a careful and considered manner. Wealth maximization is another main objective where the objective is to earn the maximum wealth for shareholders. This can be done by trying to increase the market value of the shares. The market value of the shares is directly related to the performance of the company. Proper estimation of total financial requirements is another main objective where the finance management team must estimate the total financial requirements of the company. This estimating is difficult as if done incorrect there could be a shortage or surplus of finance. Proper mobilisation of finance is a further main objective. After estimating the financial requirements, the finance manager must decide about the sources of finance. Finances can be collected from various sources including shares, debentures, bank loans and there must be a proper balance between owned finance and borrowed finance. Maintaining up-to-date paperwork and a record of the funds and all financial activities including paying bills and taxes and then reporting this information to the various heads of the organisation is also a main objective as there needs to be a clear and concise paper trail of all activity. Finally, providing adequate insurance protection is also considered a main objective.

iv. How does the financial management team work? 
The financial management team is a branch of management that is responsible for planning finance, identifying different sources to provide the procurement of funds and the effective utilisation of funds. It also includes financial administration and financial controlling. The three main areas that the financial management team work on are investment decisions, financial decisions and the asset management. Members of the management team will collect data from different departments to support the overall planning of funds and from this the financial manager will prepare a financial plan for the firm. 

v. Give three examples each of external and internal sources of finance.      
External sources of finance are those sources which come from outside the business or organisation. A bank loan, trade credit and a bank overdraft are examples of an external source of finance. Internal sources of finance can include retained profits, sale of stock or fixed assets and the owner’s investment (start up or additional capital).

vi. What is the importance of financial management in a business?
For every business and organisation regardless of their size, finance is a key and integral aspect. With a good financial management system, a company will not only know how they are doing financially but also why. With this information, decisions will then be able to be made to improve the operation of the business. An effective financial management department will enable the finance manager and directors of a company to see the overall picture and also the daily financial objectives. The long-term health, growth and prosperity of any business depends on ultimately earning more money than it spends, and effective financial management will guide and direct this.  Financial management helps set clear goals, the efficient utilisation of resources, deciding the sources of financing and making dividend decisions.

2. “The financial management of any organisation requires a good level of planning”.  Discuss for and against.  
Financial planning implies deciding what to spend, when to spend and how much to spend according to the funds that are available. Financial planning needs to be done by everyone from self-employed individuals to large companies and organisations. The larger the amount of funds that the financial department deals with, the more the effort required to plan its usage appropriately. Financial management is also more than keeping accounting records. It is an essential part of organisational management and cannot be seen as a separate task to be left to finance staff. Financial management involves planning, organising, controlling and monitoring financial resources in order to achieve set organisational objectives.
Effective financial management can only be achieved if there is a sound organisational plan in place. The financial plan in this context means having set objectives and having agreed, developed and evaluated the policies, strategies, tactics and actions to achieve these objectives. 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. Too little money is bad as well as too much of it. Planning helps in gathering, storing and using the correct amount of funds. At any given point in time, a company might have two, three or maybe more investment proposals. They need to decide which among them is the most affordable, the most profitable and has the highest chance of success. Then they can invest in those proposals and this can only be achieved through planning. Every business has to face unforeseen expenses, crisis situations and events over which they have no control so effective management can help with this and by having financial plans in place such as emergency funds it will help 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.
Sound financial management will involve long-term strategic planning and short-term operations planning. This style of financial planning should become part of the organisation or company’s ongoing planning process. 


Case Study 
 ‘Tasty Break’, the sandwich business, has fixed costs of £1,000. The cost of producing 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 for Tasty Break would be the rent for the business premises as this would stay the same whether one or one hundred patrons are served. 
A variable cost could be any of the food products bought to make the sandwiches. 
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2. What happens to the breakeven point if: 
a) The price of a sandwich is reduced to £1.50 
At a fixed price of £2.00 per sandwich, Tasty Break would have to sell 1000 sandwiches to break even. If the price was reduced to £1.50, they would have to sell more sandwiches to the amount of 2000 to break even because the profit is halved on each sandwich sold.
 
b) A cheaper bread supplier is found, reducing the production costs to 70p 
If the bread and production cost was 70p then the profit per sandwich would raise from £1.00 to £1.30. The break-even point would be to sell 770 sandwiches. 
c) Fixed costs increase to £1,100 per month?
With the fixed costs increasing, Tasty Break would need to sell 1100 sandwiches to break even. 










Student Statement:

By submitting this assignment, I confirm that this is my own work.

	Student Signature
	Jayne Parkes 
	Date
	04.04.2018



For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	




image1.png
ﬁ
o R




