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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 Short Questions:                                                                                                                                    (18) 
i. Define the term “financial management” in your own words. 
Financial Management is a team of management that deals with the effective use of finance of a certain organization.

ii. How do business and personal finance differ?

Difference between Business and Personal finance

	Business Finance
	Personal Finance

	
	

	
	

	
	

	
	



iii. What could be the main objectives of a financial management team?

Objectives of Financial Management
· To make more profit with less expenses
· Secure company assets
· Ensures that the company does not spend more that what it has
· Credit control
· Generate the funds for the organization either through external or internal sources and to ensure that it has enough funds to carry on with operation.


iv. How does the financial management team work? 
Financial Management team manage the company’s internal cash flows and its mix of debt and equity financing to maximize the value of the debt and equity claims on the organization to ensure that the company can be able to pay off its obligations when they are due.
Financial management acquires monetary resources needed resources needed by the business and utilizes the resources in to projects to maximize the value of the firm.

v. Give three examples of external and three for internal sources of finance. 

Sources of finance

	Internal
	External

	Surplus
	Public deposits

	Retained earnings
	Debenture

	Depreciation funds
	Loans from banks 



vi. What is the importance of financial management in a business? 
Finance in business is like the air we breathe, we cannot survive without it. In business the company cannot survive without finance. Every organization needs enough finance for their smooth operation.

Importance of financial Management

 Capital Budgeting: this is the process of planning expenditures on assets in which cash flows are expected to operate more than a year.

Financial Forecasting:  financial management helps to determine what will happen to company’s cash flow, either in short term or in the long run. This helps the company in decision making as they will be having a clue of the finance they have for a certain period.

Credit Management: financial management helps the company with decision making on credit limits, and also helps the company with the terms of payment to their customers. They also ensure that the company does not spend more or owe more than what it has.

Accounting: this includes the creation of final accounts; this will include statements, cash flow reports, balance sheets, etc. 

Managing Funds: financial management ensures that wages and salaries are paid on the agreed date. It also ensures that it avail the funds when needed.

Improve Profitability: profitability of the organization depends on the effectiveness and proper utilization of funds, therefore financial management helps to improve the profitability of the organization with the help of strong financial control devices such as budgetary control, ratio analysis and cost volume profit analysis.

2. “The financial management of any organization requires a good level of planning”.  Discuss.   (7)    
      The Financial management requires a good level of planning because they have to make a clear researched estimation on the allocation of funds, how much funds required carrying out the operations within a certain period of time.  Financial managers also have to plan a budget that would cover unexpected increases in prices and create stability within the organization.                                                                                                        
 
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.  


1. Give one example of a fixed cost for ‘Tasty Break’ and one variable cost. 
The cost to produce a sandwich it’s a fixed cost and the price charged for each sandwich it’s a variable cost because it may change any time

2. What happens to the breakeven point if: 
a) The price of a sandwich is reduced to £1.50 – the breakeven point will increase

b) A cheaper bread supplier is found reducing the production costs to 70p? - This will cause a reduction in breakeven point.

c) Fixed costs increase to £1100 per month- the breakeven point will increase
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