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L0 LEARNING OBJECTIVES

Adter studsing this unat, you will beable to:

o Describe nature of fnsneial mansgement

s ldentify seope of foancial management

o Siate the oeed and importance of Financial mamigement
¢ List the functions of Fnancial manageneent




L1 INTRODUCTION

One of the essential requirements for starting any business is financing, Furthermore, duriag a
company’s gxistence and even after i1 15 sold o wound up, a sufficien corpus of funds and
effective Fmancil mansgement are needed, ThersFore, at every stage of the busmess lifeoveke,
finances must be managed, regulaied in aceordance with regulations, and monitored.

Biusmesses with stronger financil management experience exponentul provvih, whereas those

with poorer financial manapement typrically suffer losses of produce kesser cammgs:

Financial management & known as Planning, arvanging, manmaging, amd comrolling financial
activities, such as the sequisition and vze of an organization's fands, Iventails applying general
management ideas wothe compony’s Anancial resources,

L2 MEANING AND DEFINITION

Financial managenscnt is that managerial activity which is concemed with the planning and
comroliing of the firm's financial resources. Tn other words it is concerned with acguiring,
financing and managing assers o accomplish the overall goal ofa business enterprise (mainly
o miaxirmse the sharcholdec's wealth).

“Fioase sl maxnagement 15 concermed with the effcient use of an imporiant econoimic fesouros,
namely capital funds” - Solomon Bz & . John Pringle,

“Financial management & the operational activity of & business that is responsible for obtaming
and effectively wilizing the funds necessary for efficient business operations™- J.L, Masgie,

“Froameinl Management is concemed with memagerial decisions that result mothe acquisiien
and finamcing of Jong-term and shori-term credits of the Grm, A2 sch o deals with the
sibtions that regquire selecton of specific assets (or combination of assets), the selection of
spectlic liabilay (or combmation of habilizes) as well as the problem ol size and growth ol an
enterprse. The analysis of these decsions s based on the expected mikows and oot (ks of
funds and thewr effects upon mansperial objectives™. - Phallippatus.

In simple terms, Nnancial managemeant is the business function that deals with imvesting the
available Trarcial resources moa way that greafer business success and retum-on-investmen
(RO is achieved, Finameinl management profiessionals plan, organize and control all
ramsaciions 10 & busmess. They focus on sourcmg the capital whether i 1s Fom the il
investment by (he entrepreneur, debt financing venture Rincing, public ssue, or any otler
sourees, Finsnein] management professionals are alzo responsible for fund allocation in an
optimized way (o ensure grester fmancial stabdlity and growth Bir the orgamzation




L3 NATURE AND SCOPE OF FINANCIAL MANAGEMENT

A financial manager controks the fadget ofan entire organisation’s buginess process: She also
hanedles fingncil decisions sech 3 procenng and unlisation of fosds e a conpany o yiekd
optimal profs In Gy, the scope of fmancial mansgement 15 giite vast and has evalved over
e Iast decades, You need technica]l Fomiliaricy with accounting principles i addition to
overseeing Eulv managerial tasks and uinderstand how this discipline differs voday Trom itz old
apprmach, Let's explone this bromd mole of finance

Traditional Approach to Financial Management

Eardier Moacial management's main freus was on procuring resources that are either short- or
long-term, from lnancisl insttuions Hke banks, The Gnancial manager would then mobilize
(hiese fundds through vorious assets that con be tmded. which mchode bonds and eguity shores,
among otbers, In the weaditionsl approach, the Geance funciion aligns with accounting amnd
complics with Jegal standards,

Modern Approach to Financial Managenent

The modern appeoach 5 necezsary as globalization started 1o ansfoomn the ghobal econoimy,
The fmancial mdustry kas seen many changes due o recent wechnological immevations o the
recent vears, These fctors have contrbuted fo o brger and deeper fimance environment that
meeds in-depth analysis. The old approsch no longer works as it cannot reach the range of
decistons that Brancial mansgement demands today,

The modem financial management approach foctses on efficiency, The financial manager of
today meeds to evalnate & company’s nsset requirenrents. s and recognise alternntive ways
Py iy Finance and wiilise the assets. Forthat, she looks indo different concepis such as capital
budgeting, capital management, e,

The modern financiol manager s responsilke for making three types of decisons that ore
inierrelated to one another,

Investment Drecisions: This type of decision refers to ones that drive maximum profit. The
financiz]l manager has to contral that a-particular investment should never have less profit,
Referred to as hurdde rate, it sa metnc that allows Azl managers to evaleie whether they
doubd make an inveatmen decision. This helps in priorilising investments as well as reducing
risks.

Finaneing Deeisions: These refer to ensuring o firm's working capital is optimom. Using the
hasie fimance principles on capial structore (bt amd equity), depreciation. aleng with
observing the stock market, s'he makes o finance decision, be i, for raising or srranging finds.

Drividend Decisions 11 is basically the payouwt w the shareholder from your uisingss's profits,
Maodern financial managers determine the company”s dividend policies,




L4 ELEMENTS OF FINANCIAL MANAGEMENT

Financial Management & made of the following key elermemts, Thase are:
1. Financial Planning
Financial Planning is a way of caloulsting the capital required by an organization wnd

adeguately allocating resources accordingly. To do this cffectively; one needs to have answers
to the followmg questions

D you Jaave well-established busingss goals and objectives?
What & your long-term plan as a brand?
What is the capital required for the organization to sustain itself?

What arg the different policies and regubtions involved i your busingss?

Answers to each of these guestions end many more are all refuted o Finascial Managemsent.
Sox, 15 wruckal to plon things propedy that belp vou achieve your bsimess goals

2, Financial Control

It is a pivoral activity 1o ensure the business s working o imeel s olpectives, It is more about
seiting proper KI1Ps rather than reducimg costs, s essential (o ensure eversone in fhe team is

awsire of both finencial ond business goals,
1. Financial Decision-making

Ooee vou have o proper plan and understanding of all the financiol azpects, deczon-makers
dtouk] aceess and decide on fundings, resowrce allocations, profit dstributions, and many
A,

Financial decisions are nocessary clements of financial management that belp to ensure that the
avaitable resources are used most beneficially. They also help in achieving o minimum
financial performance fhat will enable the company to survive, Decizions can bz of 190 types
= long-termand shori-term, Financial management provides the framework within which these
decisions are taken, Thees are mannly three types of decision=-making which are investimen
decisions, lnancing decisions, wnd dividend decisions,

fnvestment Decisions

As the name sugpests, these are made about hovw the organization’s funds arc myvested to its
best benefits. There are boih long-term and shon-term investment deeisions. The long-term
decisions myvolve large amounts and are most roversible éxcept by mourring fuee costs.
Shon-tenn mvestments are made for the dady work of a conmpany. This can nchude decisions
ancash, invendory, amd receivables.




Financing Decisions

These decisions affect the ameunt of finance raised and the methods wsed for it. These
decisions are om the capital structure ol a company which iz made up of owner’s and borrowed
funds. Companies could uze sources like equity shares, preference shares, debentures, and bank
Ickans v raise Tuowds, Costand cash Dow position are the miain factors that affect these decisions,
The fingocial nsk management course savs that risk of repoyment = also considered when
making these deciswions,

Chviadend Decswns

Financial manazers consider various faictors betore deciding how much of the profit camed
must be paid 0 shareholders as dividend. ARl companies retain @ portion of the samings for
development activities and emergencies. These decizions are faken with the objective of
ineressing sharcholder wealth, Companses wih stable and high camings can pay more
dividends 1o thes sharchobklers. The dividends don’t chonge with small or temporary

Muctyations in earnings,
4. Financial Reporting

This is the main component of fimancizl management. 1 & non emough for them oo source and
utilize funds For the organization, They must alse share the infernmiion with others, There are
virrous stakeholders ke mvestors, creditors, benders, amd the sovernment. In some Gises, the
public must abo know bow the funds heve been vsed and bow they have performed. Financiol
reporiing s o resubt of accounting. These reports can shiow the concerned people whether the
organisation ks bepefited from the money it holkds

The ohiective of financial repoming is to inform various stakeholders about the financial
position of an organization and changes init, Such reporting helps the management in making
betier decimions, also helps them plan for the futere, Investors and Tenders can decide on the
benetits ol investing in such anorganization by reading these repods,

The fnancial risk mana gement course tepche s that audibors amnd government agencies wse thess
reports to ensure that the money has been used for the purpose it i meant for.

The financial statements inclede balance sheets, profit & loss accounts, cash flow statements,
and a statement of change m shareholders”™ equity. The repont will also include notes on the
fnanciz] information. Inthe case of ii=ed sompanies, fnancial departmints mast prepare both
guaderly and annwal feports, The povernment provides pusdelines fllowing which such
reports st be prepared. This ensures umiformily @ reporting By various ofganizsl ons
belomging o duferent wdustries, Ancther repon that the financial management team prepares
15 i prospecius msued when companies go tor an 1PCY,

Financial Controls

Every organization must make sure that the money it has s being utilized comectly and in the
beat mteresis of the sharehobders, This 1z where finascial controlz are necessary,




It includes the policies put in place by the organization 1 manage, document, asscss, and report
fnancial transictions. Such confrols belp m oplimum ulilization of mnds. This will prevent
funds fFom keeking. The resull will be dhe realizatzon of desired retums an the investment=
made, There will also be sufficient cash flow with the pluggmg of leaks.

When there s proper comtiol over finanees, there will be better operational efficiency. The
provesses and provedures that affect efficiency are femoved or optimized. This results in betiler
profatabality, This exercize s performed m every department, addimg greatly (o the carmmzs of
the company. Another significant benefit of financial controls 15 the prevention of theft. When
theere anc strict controls on overspending, there is litthe opportunity for frawd. Strict monitoring
also prevents onhine theil:

One of the best ways to implement financial contrels 18 to ensure that only properly qualitied
persons  are mvolved in the Romwlition of fnargial policies. Thre must e divect
communication between the fnancal managers, accounting slafT, senior mianagers, and the
CFO for implementing these confrols, The accountmg 12 must be regularly vpdated abouw
th Batest baws oo Ainancial pracices, Compamies muzl putm place sirmgent eredie policws for
CHSIOITRETS,

Allocation And UrilGeation O Fumnds

It &= not enoigh 1o collect funds to oo the company. Investors provide funds intending to see
e comprany geow and earm a profit on the fovestument, This means that whatever funds have
been received from dilferent sources must be allocated and wtilized winh the wimost care by the
financial department. This is why this forms an essemtial element of fnancial management.

The funds tht are recerved from banks or instiutons as koans must also be used insuch a way
b cover the finanee costs:

There are varkns areas ina company it will veed money for their daily operations. B
financil dianagers st see which depariments will give the besd retums on ihe amguni
albocated. There must be a perpemtage allocation for different fonctons, Matketme will
probably get o higher pereentage thon staffing becpuse it will gam better returms, But there are
also ather areas that are necessary For a company, bul they may ool gam any returns, This is
why this topic 15 given much impostance moa Aoancial management course,

When acquiring funds, financial managers must be ready with a plan (o wtilize the funds m the
best manner. They must also know how the fiunds will cam money for the company. Tnvesting
in fixed ‘assets will earn better returmns as their value depreciaies over the vears. Shoat-lerm
investmenis hke work capital should not be allowed 1o block: funds. [t s best to allocate funds
for invemlories, Gish, and book debis from profis eamed, sales of shaves, or baok kans.




Cash Flow Management

Mo business persen can gaore cash fow, Whether # 15 8 company of small or large size, cash
flevw 15 like their pulbe. Ome must monier o regularly 1o cosure that the company functions
well and grows, Many companies have suffered due 10 cash flow mismanagement which can
resull in varins unpleasam consequences, Cazh fow 15 defmed as the jowmey of money
thrrugh o company. [t ripresents the income and expenditure of o firm. Al businesses must
preferably have a positive cash fow which mesns that there should be more money comng in
i poimg ot

Knowing the met cash fow is easy. Take all the expenses for a period and subtract them from
the income earned. If the balance is positive, then you have a positive cash flow. A negative
cash flow can adversely affect the functioning of a firm, Many companies take a three-month
perind fiw caloulating cash flow becanse almost all busmesses suffor frome perivsdic ups amnd
downs, Looking an the tumaver may make ome feel good, But the reality ofa busingds will be
known only whin o looks ar e net cash flow,

Pesor cinsh Ao results froom various fetors, Ordering oo much materm] when there is a demand
shew com result in corrving more stock than necessary. Thes can cawse vour cash flow 1o sk
down, CMferimg long credit periods can also adversely affect 4 company”s cash flow, Some
companics spend on oetting faney furniture and stuff for their office when they get a big
customer. However, they don’t vealize that the money is still not in their hands. Finance conirses
cantion agpiring [ancial managers that they shoubd never take their eves off cash Pow
MY BT,

Fizk Managemeni

Risk minngement is a critical element that needs a lod of attention. Whenever o business starls
and makes investments in variows bems, ®opens feelf to many nsks. This can be both internal
and external. Risk management s the process of knowing such risks, measuring themy, and
taking adequme measures to escape from them or lessen their impact on the business. Financial
experts identify var ious iyvpes of risks thiat can affect their business. The loss that can oecur che
ta these events is caleulated betore bookimg at ways o overcome tham,

Ienernal risks 10 & company can come Gom machine fibere, wiong operational praciices, or
poor product selection Compinees must ke masimum preconton becawse gpood plannm e and
laking steps belonehand con wvold all these risks, [t s more difficol o prediet and avoud
external risks. The recent pandemic is an example of o deaster that nobody foresaw. Changes
in government policics can also affect organizations very badiy. The rise or fall of exchange
rates can affect mport and oxport companies. A variation @ interost ratos can also affect firms.

Rasks are classilied os per ther chances ol ovcurrence, Some are very likely 1o occur, whergas
others are nol a0 common. Financial managers give priociy to these risks on this bagis and fake
measures o oprotect the frm, Preveontmon iz tlse best form of ik management, Most
oranizations can prevent hasrds like fire or explosion by takmg precautionary. steps,

¥




Orpanizations can matigate markel nsks by doing analitics and secing patterns - that can throw
liaht on future events. Students of o fmancial rsk management course understand that i s o
COmlMEILS process reguimring constanl atlention.

L5 IMPORTANCLE OF FINANCIAL MANAGEMENT

An orgenizations fimancial manapement sets the goals, creates the policies, specifies the
Processes, puts progrommes nte place, and allots the budpets for all financeal actevities. It s
feasible o guaransee that the busincss will always have access to cnough cash through efficiont
financi] mungement procedures, By exammmg 105 promary mission, fnancial management's
significance can be evaluated:

Financial Mapagemeni i vital fir businesses and organisations as it lays the righ pathway o
achiewe business goals and objectives, Here are 2ome of the reasons why Tmancial managemen
i essential in a business:

Aids Businesses To Succeed

Busimesscs need mwoncy to mun and succecd, Even if a company starts with a considerahle
amount o cash, there will be additional needs as it finctong. Withoot expansion and growth,
companies canmol scceed, and this needs money, Proper financial planning = essential (o
maske sure that there s énough money for all the company®s sctivities and business growth, A
company that 13 running i peo it can find #sell ool having enough money for regular operations
iFthere 5 mo proper fnencial managemeni

Froanciil management 15 executed by experts inthis Reld. Company owners may plan for mone
expenses over revenuwes. This can fand the company m serious trouble as vendors and others
the fitm owes money stamt demanding their payment A company that doesa’t make payments
promptly loses s reputation. Without geiting supplics from the vendors, the organization may
lave to close down, A financial Tisk management course teaches # students many examples
of such companies thal have shut down.

Helps The Company Remain Conmpliant

Orepnizations need to remmin compliant with all Bnencial regeltons. The povernment lays
down various rebes regarding conducting financial transactions and mamtamme records: These
mast b o llowed stricthy to avoid penalties. Enterpriscs mwust perform all transactions following
statuiory regulations. All organizations must also maintain a record of their financial dealings
prommptly, Governmenl agencies can nspect these reconds, hence, they mwst contain all
e cesEary miormatkon.

R1




The financial depantment is responsible for ensuring strict compliance with all regulations.
They must know the latest laws in this regard and enforce them m the fem. Maintaining
accounts amd books 15 alse pan of financeal manugement. It is not ust helpiul n ahiding by the
law but also for a company’s future we, Companies can also use such records for resolving
disputes with any external entities. Those artending a financial management course know that
wp-to-late accounts help in caleulating and paying taxes promptly,

Facilitates Better Access To Fmanee

Adl companees need money oorune This could be needed ot the stort of & company and during
the course of s operation. There are various ways in which 4 company ¢an get funds for its
functioning. But not all sources are viable because some may be too expensive. There ane other
sourees that may foree the owners to lose their control, at least partially. The most beneficial
soureg of funds will be different for different companies.

Fmding the mght source of funds 15 one of the promment robes of fnancial management,
Financial managers are regularly in tosch with the market io determine the cost of firds amd
where it s available cheaply, These experts alzo know the Kind of nance they muest souree for
different tvpes of company aelivities. Fmanee courses also wach students 1o prepane o business
plan that can convinee kenders to finance a company.

Helps Comirol Expenaes

There sre vartous (vpes of expenses for every organiaation. These could be fixed expenses ke
saluries and renis. There can also be vanable costs Gr different utifities that the company wses,
Apart from this, 8 company must purchase row materials for the production of goods, All these
expenses must be mel if the company has o conlmue s operations. Even il the costs remaim
comstant, the same caonot be said about income. 1t can be affiacted by varkous infernal and
external Retors

Financial dianagers must ensure that the company can meel all iz expemes, Delaving payments
can pesull m penalises. Sometimes the expenses ace phimed withou! giving much thooghi 1o
carmings, Budpdting oo ertial rele that Goanew] mamagers play g compuny. They will
comslantly agzess the expected mwome amd phn o spend on that basiz, Excess spending can
coat e company money by way of mierest, Aspirants o3 fmsncial job can learn budgeting a1
the finsneal roanagement course condwcted by repated msttations

Forecasting Rk And Mitigating Them

Fisks are @ part of hife, This s even more so fora commerncial estabhzshment, Ir st Boe a
virely of dangers that come due 1o mtemal and external Betors, A sudden change m busmess
rules can reduce a company s eormings. The entry of a competitor will reduce sales and affect
revenues. There are ako unpredictable natural calamiikes thal can minimize business. An
epiderme like whil we soe presemly can also affect normal operaiions, Companies musi
prepare for all these,




Predicting and ‘managing risks is & significant role for finance managers, These expens arc
comatanily looking owt for dangers lurking around the comer o ensure that the finm is oo
affected by them Certam risks can be predicted, whercas finance managers connof oresse
vartous-others. Compantes must have ways to.overcomie all types of threats, Finance managers
use advanced analviics to know the risks i advance amd take adequste neasures to mitigate
iheir effect, The financial risk management covrse offerad on Talentedge teaches how o
ek and mitigate risks,

Measures The Buccess OF A& Company

Success B whil every company aims at, Looking ai the money earmed is the hest wiy Lo iesess
A wompany's perfvrmance. Such an assessment helps 1o know iF the basiness is viable and if
there are wny prospects for prowth Understanding the performance also allows o company 1o
change 115 ways iF there can be more carnmes. When thene s more eaming, the company s
diareholders are happy, and 8 can expect more mvestment for expangion and development.

Financial management helps 1o assess the performance of a firm properly. Finance managers
ise various parameters to see how well their orpanization has done for a specific period. They
alsee make comparisons between similar periods every year. This will help them know whether
there is any improvement insales and profis, A siedy is also made about how the enterprise
has fanctioned n comparison with competiors, Finance courses teach different ways 10
analvee 3 company’s perfornsnce,

fdentify And Improsve Weak Areaz

It is oot just a company’s total asscssment that financial managers do. They also ook at
different areds in a firm that are doing well or badly. There are various departments ard regions
in an arganization, and each one of them contribates W its profitability, The finance depantment
ks al exch of these and linds out iFany units affect the orgamzation’s overall performeange;
such mlenbifcation s essential for improving profis

A company’srevenues come fromselling products. But not all products brmg the same amount
of cormimizs, 1L es necessary (o see if there are any wems thal are losimg money nstead of petbing
profiis. Financial managers will nod only identify these arcas but alse offer 2olutons (o improve
them. The asscssment and the solutions are submitted to the top management for taking
necessary action, Aspirants to a job in this department must aitend the financial management
Coairae oy comiribule i@ company'’s Success,

Ensurmg Fewms From Marketimg Activiies

Marketimg s an activicy that compamices conmet doowithowt, Without marketig, 1t 15 oot possible
foor them o sell the products or services they produce. But marketing doesn’t come cheap. ILis
an activity that sgcks a lot of money,




[n many cases, ¢ven cxpenis cannot accuratcly gauge the returns on the amount spent as the
results may be seen only afier a period. Companies nust take wimost care when spending on
publicky end mdvertisement.

Monitoring the markeling acrivities and nssgssing thew effect & a major responsibilicy of the
franciy] department, The money experts must keep track of afl expensés on different kinds of
publiciny, They miesi see which ones are bringing good resulis, [1 s also necessary 10 see which
carmpaigns gre more effective during certam perods of the year, Such assessment 15 very useful
tor reducing marketing expenses and mproving returns. The financial risk management course
teaches students about market risks and hovw fo avoid them.

Fuels Growth And Expansion

Mir business wants o remain wherg i is One of the main objectives of all companies is 1o
expand and grow. This can be dooe m vanooes ways, Some companies may choeose to add more
reptns for ther operations. Other firms may find mirodocing new products a good way 1o
expand, Building new Betories and increasing production capacity & also a way 10 unprove
business, Bul who will decide which miethod & most suitable for a firm?

Financial experts most analyze varions growth methods and find out which ong is apt for an
organizatien. They must oz which course of action can bring in the hest renims for the money
thead ks being-spent, Every growih activity reeds funds, and getiing thenn is not casv, Financial
mamsgers ksl search for funds to fuel growth, They will Jook at various finance optiens aml
decide which ope is miost beneficial for the Grm. One can kearn fom a fnaoce managemer
eorrse which growth path brings maximum profits.

Helps Enhance Staff Strength

[sn't staffing the job of the HR department”? Aren’t they the ones who must select the best
candidates for the sompanyT 1T B 50 amon gst most cases. But it is necessary o find outl which
posts tieed to be filled immediately and which ones can wait. This decision is arrived at by
analyvzimg who is brioging moee celurns on the salary they eam. Such analvsis helps 1o nform
the HE depaniment where they must merease stalU strepgth toogel more revenees.

The fnancial depirtment performs an anibysis of the performance of every member, This helps
i know whether all emplovees are contributing equally to the company’s profits. Once this 15
krown, 1t 15 easy 1o find 0wl where the company nst employ more poople to oet better resulis.
Monitoring the performance of staff members also helps in deciding the people who must be
revwarded with salary hikes or promodions, Those who wish 10 join the finance department mist
leamn about this ai the firance courses comducted by varkous Insiuions.




Helps in Financial Planning

Assists in acguiring and managing funds

Hebps i funds allocation

Provides msights to make critical fimancial decisions

Cuts down financial costs

Enproves profitabiliny and value of the orgamzation

Muakes employees aware of financial savings and investments

Helps in plamning the fumire growth of the organization

Helps in schmveing economie dablity

Availability of suffecient funds

Maintaining a balance between income amd expenses o ensure financial stabiliay
Ensurmg cificient and high ROI

Creating and executing busmess growth and expansion plans

Sateguanding the organization against markel uncertainties through ensuring buffer fimds
Imporaree o Crgamealions

7 Business ofganistions — Financal monagement is mnpoctant 1ocall types of
business creamzation Le., Small size, medium size of a large sife organizaton. As
the size prows, fnoocisl decisions become more and more complex 05 the amount
involbves also is large.

Charitable organization [ Mon-profit orpanization | Trust — In all those organizations,
findnee 15 acrucial aspect 10 be managed, A fnance mamager nust concentiae mome
on collection of donations’ revenues ete. and has to ensure that every rupee spent is
Justified and 15 towards achicving Geals of organization.

Governiment [ Govl, or public secior undentiaking - In ceotral’ state Govt, Ninance 15
a keyd impactant portfolio geperally given (o most capable or competent person,
Preparation of hudget, menitoring capial frevenus receipt and expendiure are key
functions o be-performed by the person incharge of finance, Similarly, in @ Gowvi of
public sector organwatron, financal controller or Chief fmance officer must ploy a key
role in performing’ taking all three financial decisions Le, caising of funds, investnien

of funds and distributing funds




FOther organizateons- In all eiher organzations or even mea family finance is o key
arca to be koked into seriously by a competent person so that things do not go out
of gear,

Importance to all Stake hobkders: -

Sharcholders — Sharcholders are intercsted in getting optimum dividend and
max g ther wealih which s basic obpective of Ninancial management.

IInvestors / creditors — these stuke holders are interested in safety of their funds
timely repayment of the principal anount as well as imereston the same, All these
aspect ane o beensured By the person managing fimds! fimance,

| Employees — They are mterested in petting timely payment of their salary’ wages,
Bonis, incentives and their retirement benefits which mre possibie only it fumds are
mansged propecly and oreonaton s working m profil.

Cusiomers — They are mterested mogquality products al reasonable rafes which s
possible only through efficient management of organization includmg mamgement of
funeds,

1 Public ~Publi: ot large 15 imterested i general publbic welfare netivities urder
corporate social responsibility and this aspect 15 possiblc onby when organizaton
eomms sdegquate profi,

TCvermment — Gowvt is interested intimely payment of taxes and other revemucs
from husiness world where again efficient finance manager hos a definite role to play.
O Managemen - Mamsgement s imtengated in overall image buikling, increase in the
markel share, optimizing shareho lders wealih and profit and all these aspects greatly

depends upon cfficient management of financial resources.

L6 OBJECTIVES OF FINANCIAL MANAGEMENT

Just hike we oll used to suve momey during our studend Tife and be mindfuol about it while

spending. organisations need to manage the finances effectively o scak and be successful

Here are some crucial objoctives that organisations need to be kept in mind:




Certain specific and highly mpactful objectives that financial managers aim to-att&in are:
1. Profit Maximisation

Ooe ol the most eritical objectives s 0emsure maximum profms in both the short and loog run,
A finsnee maneger should consider this on top of s priociy Bst and ensure thatl ouleomes
related fo business performance are profitable.

2, Proper Mobilkzation

Just Tike vou do ol wasie your savings all in one’ go bo buy something and have nething in
hand, managing funds s crucial for any busmess, Fmancial mamsgers need o evaluate and
make vital decisions on the allecation and wiilzation of various funds, Whether t 15 shares,
prosiucts, or mvesting m small companies, all the ermical fciors must be considered before
mvesting.

1. High Efficiency

Financial Management ines w inerease the efficiency of all the deparimens of the company.
Proper detribution of finances or funds 1o all the departments conssdering the resources and
work v lved mereases the organization’s efficiency as a whole,

4. RHeduce Risks

There are always risks mvolved nrunning a business, cspacially with the uncortainties that
come along, Financial managers need o avold high-risk simations‘opportunitics and take
caleulared risks under the consultation of experienced leaders and subject matier experis,

5. Business Sorvival

Armilst the competiive world, the sucvival of the busiéss = o prmory goal, Derwin s,
“Survival of the ftlest™ in Biology, which s applicable for companies. Companies need to
make decisions intaitively. They can always take the help of cxpert consultants if necded.

6, Balanced Stroctore

Like they say — Bakance 15 key to everything, This applics not just in life but to businesses too.
Financial managers need to prepare a robust capital structure eonsidering all capital sources.
This balance 15 vital for iquidity, flecbility, coonomy, and stabiliy.

Asseszing Capial Meods

Fingneial menppers need o oveluate Bcors such oz cost of current and Nxed assets, cost of
marketing, need or buffer capital, long-erm operation and  humian resources cost @i
Successfil businesses have clearly defined shon-term and long-term financizl requirement
projections: in place.

Defermination of Capital Straciure

A company s capatal siructune 15 the framework that deterrmines decisions such as debl-equity
ritic in the shod as well 4 long term




Creation of Effective Financial Policies

There = a need to frarme efficient fimancial pelicies that govern cash control, the lending and
Barrowing processes and so on,

Fesouree Oplirmeestion

Cireat finamcial managers are abke fo pavigate through different scensrios by making optimum
use of the available financial resources. This would reduce the cash burn and imerease the cash
churn o generate masimum BO1L

Furctioss of Finamcial Managers and Advizors

To achieve these objectives, finnncial managers and advisors must pedform certain functions.
These inchede;

Furdraising

Foor any business. b grosy eonfdently and have a good market reputation, an adeguate amaunt
of cosh and hguedny i ertical. Therefore, businesses raise funds by equity or debs Anorwing,
Fingncil managers ke decisions on menntaming o healthy balance between debt and equity
by ensure that the company™s financial health §s nol mpacted.

Fursd Alkscation

smart fund allocation s as eritical o a bosiness™s financial health as fund-rasng iself The
funds that a company has nmst be allocated in the best way possible afier due diligence on:

Buzmess size and growth potential

Whether the assets arg short-terim or kng-term hefore spending on them
Maode of fundraising

Profit Plannimg

Linless it is a social organization, carnimg more profiis would be among any business™s primary
goaks, The profits a company makes determine s foancel bealth and fnure growih.
Therefre, pdeguate wsage of the money geperated a3 profil is needed, Whether they have to be
plotghed Back o acguire assets ond expond coverage, orto be spent on marketing, acquiring
other businesses or mvested to act as a bulfer resource, all these considerstions ane made by
financi] leaders.

Understand mg Capital Maskets

A cormpany s shares are pubhely fraded on stock exclanges, amd the ransawenons as well as the
change ina listed company’s markct capitalization i€ a constant phenomenon. Good Fnancial
managers have o be well-versed with the capital market dymamics, and the risks associated.
Whether dividends are to be given (o the sharebolders when the bosiness generales profigs or
ig reinvested o the business, B ome of the crucal decisions that can impsct sharchokiers'
sentiments and the company's goodwill




Commercial Bankmg Sector

Banks arc a key cnabler of financial support to individuals as well as businesses. From
maintaining savings and current accounts, debit,-and credin cards, o offering personal, hiome,
edication or business oans, the banks are 4 key to evervone’s: financial journey, The tanking
Jobs are wspected, and offer good salanies and Gxed workmg bowrs, Nowadays, Baving
technological expertise alongside am MBA degree con make o person highly ¢mplovable in thiz
irema,

Comphanee ond Internal Financiol Managemeni

Companies abo employ managers and finoncial administeators o hasdle various procedures
and regulations such as law adherence, ethical operations, compliance to indusiry standands,
and reputalion mansgement et

LT FUNCTIONS OF FINANCIAL MANAGEMENT

Financtal management cefers to the application of management principles to financial resources
to better manage theni It is & management skill to plan, oroanize, direct and control the
financial activities of the enferprise. As per the definition, it deals with the procurement of
funds and the effective utilization & Masingss,

I. Finoncial Plomning and Forecsting

As a part of financial management function, financial managers have (o do Gnancial planning,
[t 35 the estimsation of the value of the set of variables at some point in the foture. IS a bluepring
of what a firm should do in the future. Te do so, financial managers need to take various factors
infcs Sceoun.

These mclske o sales forecast, pro frms stalements, asse  regquirements, coonoemis
assumnptions and mode of financing investments. Financial planning can be done for a budget,
expenditire and o save liture ineeime,

i financeal planming is related o mvesting then the capdal must be altocated to projects for
assets that can produce income, This may include starting a new business or launching a new
prosduct,

Exphore fndmoe mamiger courses

Financial forecastmg refers to the ammual projection of mcome as well as expenses of the
company. It involves the estimation of cash needs and making decisions B rdising capeal
through differe mt sources of funds,




The objective of financial planning include:

[dentifving capital requiremicnts: While determining these requirements, a business must kook
at the duration. Whether you need capital for the long termeor the short term. Capital needs will
depend on Betors such as the cosl of corrent and fixed assets, bong-term planning  and
prodctional expenses,

Determining capital structuce: Capital strectarne: 15 the composition ofcapetal. This meludes the
refative kind and proporien of capital needed n the busmess,

Framing financial policies: As o part of financial planning, policies must be framed for cash
comtrol, lending, homowings, ete,

Check owt linancm] planming certificaions
L. Cash Management

One of the functons o financal management 15 cosh management. Decisions mist be made in
regands 1o what i to be done with the cash, Financial maragers need do decide if they want 10

pay ek to creditors, pay balls, meel corment habilites or invest in mamtaming siock;

2, Estimating Capital Expenses

While estimating the capital expense, & company must keep the following points in mingg;
Promational expenses: TF imust be kepi in mind that promotional expenses are infurred before
any receipl, Promoters st be ready (o bear these expensegs since promaling a company i%-an
expansive 1ask, This stage requires ivestment and for-that foancial manamers muest be ready,

Cost of current assets: While estimating capital expenses, expenses on current asscts must be
malided. These are the day 1o dey expenses that are not hixed

Costof fixed asseis: Machinery, land, and boildings are-all part of fixed assets whose expenses
can he calculaied quite acourately, Their valuation kelps in the accurate extimation of the capital
vequiremnents,  foflationary  econormic conditions and escalation features guide Mnancial
managers oo do sccurabe vabsmon of fxed azsets. This will be extremely important for

estimating fotal capital requimements.
3. Estimating Capital Expenses
While estimating the capital experse, & company must keep the following points in mind:

Promuofional expenses: T mast be kept in mind thit promotional expenses are ineurred before
any receipl, Promoters must be ready to bear these expenses sinee promoling 4 cimpany 15 an
expensive tusk. This stage requires investment and for that financial mansgers must be ready.
Cost of curment assets: While etimating capital expanses, expenses on CUrment jssets must be
ingluded, These are the day (o day expensesihat are mot fxed, Cost of fixed assels: Machinery,

land, and bubdings are all pant of fixed assets whose expenses-can be calculmed quire
aceurately. Ther saluation helps in the accurate extimation of the capial reguirements,

T




Inflationary ccoromic conditions and escalation featurcs guide financial managers to do
accurate vahsation of fixed assets. This will be extremely nnporiant for estimating {oial capital

requirements.
4. Procurement of Funds

One of the functions of financial mansgement meludes the procurement of funds to mun e
business, This includes decidimg on the sources of funds: The company may have different
sonrees o aoguirg capital, The sources of procunng funds differ accordimg o the penod of
finsneme. These can meludie:

gaining capital in'liew of equity

rebensime [P0 o ruase maney from publc

taking loans from financial instiEutions

5 Investment of Funds

While procunng funds iz difficult, 1r 5 smportant o wiely mvest these Tonds socthat profit can
be maximised. Proper cabeulution of the risk and BOJ 2 crucsl toprevent loss of fumds. For
this. purposs, different tools such as net present value, intemal mte of return and portfilio
analysis are mportent, The myvestment decisions must be gaided by 3 imporant principles viz.
profitability, safety and iquidity:

0, Surplus Disposal

Afier anvestment and expenditure, the fmancisl mansger must decide on what 12 10 be done
with the surphus profit. They have o deeide if the surphus profit should be remyvested in the
business a5 retamed profits or detributed ss dividends, They can identity the rate of dividends
and benefits like bonuses.

These are the major fnctions of financial management. However, at the micto-level, there arc
many functions of this type of management. The scope of financial management is immcnse
and is nod just limited to the above-given functions.

L8 FINANCE GOALS

Financial management is a profession in conporate finance that involves dirccting the financial
situstion of 4 company by managing the budger, producing repors and strategizing for the
future, A financial mEnagers evervday activities depend on the size of the orgamization and
hoow nuich data ghey have fo maintain and process.

Common goals of fnancial management

The goal of a fimancial manager s fo keep the company or organization solvent and successtul,
There are severil element= Lo this goal;
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Maximize curpent value

The financial manager or managerial team works to mamtain the highest value possible for the
company’s assets. Tn a publicly owned company, this means maintaining the highest possible
witlng per stock in the company

Maindain growth

The financel manager aims o increase the company's value over time. They help o acheye
this by producing and implementing financial plans.

Mo ximize prodi

Maximizing profit may involve locating opportunities fo invest, aoguire a competiior or
develop mew prodwcts, This can imvolve comammumications with other: divisions such as
marketing or rescarch and development to create cificient strategics.

M ErmEze Cosl

As they monitor spending. o financial manager keoks for opportunitics to minimize the costs of
domg business. suwch as overbead, manufacturing and  disobution costs. They  then
communicate these potential changes 1o the respective management teams,

Avoid banknupicy

Finally, the financial manager aims 1o keep ihe company solvent, meaning it has encugh money
to continue operations and avoid bankmiptey,

Components of Hnancial management

These are the three areas of financial management that help Mmancial managers fulfill their
moals:

Controlling

The financial mansger mamtains or creates profitability by controfling the organization’s
maney, keeping up with expenses and making any necessary adjustments 1o how the company
is spending money. They track these changes and adjustments relative 1o projected outeomes
sy that the company moves toward achieving as goals and lomg-term prodfitability,

Reportimg

The financid maneger ams 1o mamtam the company’s comphance with legal reporting
requirements. They doo this by creating regular, sccurste financial reports and staymgp
knowbedgeable about all relevam regulations. This is important because businesses report their
finances to the government for taxation and public record purposes, and reporting these things
aceuraiely helps the business maintain a positive image,




Planning

To keep the company profitable, the fmancial manager makes projections and moedels tor the
financial futuee of the company. Their strategy can inchede Jong-term money manageiment and
mvesment, plans for expansion of sirategic choices in other pans of the company that have 4
el mopact,

1.9 FINANCIAL MANAGER DUTIES

The specific duties of a finencial management position depend on the size of the company, In
a smaller company, one person might be responsible for most or all of the financial
managernent tasks. Tna lorger company, several positions or an entire department accomplish
ihese tagks together, Financizl management duties include!

Trackmg monay
To keep a company solvent, 2 financial manager has to wack how much money it has ar any
given time. Financial managers complete these tasks o track 4 company's assets:

Reviewing statements: Reviewmg banking activity, stalements and reponts allows the nancial
g er L spod discrepainces

Managing credit: Asa company extends or unilizes credit, the financal manager keeps track of
Uhese ransaciions,

Creating  improvement in badeet arcas: When the finencial manager sees where costs arc
exceeding expeclations of simply where there could bea [nancial impeovenwent, they
conmmmenisate and implement these danges,

Assessing financinl performance: Financinl managers measure how the company i performing
relative to budgets and projections.

Managing documents

Financial mamagement involves the creation amnd maintenance of many documents, which
inludes:

Developing company's master budeet: Also called the budget variance analysis, a company's
masicr budget brings the company's expenses and profils iogether.

Writmg reports. The financial manager also creates other reporis as needed. tracking the
comprany’s performance in broad or detailed scopes.

Utileeang technoloay: Smee aulomation assists with record-keeping, the fnancm] manager
knows how i0 use databases and software to track funds and interpret laree amounts of
i pnmation,




Extablishing compliance

The tinancial manager must know and bring the company into compliance with all relevant
financial regulations. Here are some tasks that might include:

Managing payroll; The Granciol team mamtains the pavroll, which may inchude some tame-
tracking responsihilities ot smaller institutions, Depending on the company's size, the financial
manager may alko reponl the payroll mformation to the Equal Emplovment Opportunity
Comrmisson,

Filing taxes: The financial team manapes the filing of taxes for the organization, including
Fecleral taxes, state taxes, sales axes, employ ment taxes and excise taxes

Mnmtaming comphianee with public reporting regulations: The Sarbanes-Oxbey Aot govemns
the repording of publicly-held firms' finances. It requires that the company fike annueal reports
publicly, thai an oulside awddor review the company's imernal financial controls and that
management sign oFon these stitements and be secountable for therr secormey. Ino pubbicly-
traded company. the fimancial management wam s responsible B these repons,

Maintainmg industrv-specific complisnce: In addition to.any general regulations and reporis,
a-financial mamager must also keep ik of any regukations that are specific o the agency.

Mop-profil organizations that provide bealtheare or contract with a govermment wsually have
spaecific regulatwons o follow,

Creating strafegics

The financial mamgement @am works (o sirdegize and propeet the foancial ftore of the
coanrany. This process can invelve:

Developing ond imderpreting financial medels: The financial team butlds specific models (o
show hivw the busmess can opermte m the future, They can wse these models to deliver progress
updates within the company.

Creating specitic pluns: With models ami repons m minsd, the fnancial manager creates plans
for dealing with deficits or any differcnces hetween projoctions and acmal coats,

Analyzing rsk: With (nancial experience -and  knowledge of the company’s history, 1he
finsngia] manager amalvees the cisk of potentinl actvities and moy pariicipate i pricing sl
negotmEtion for new contracts.

dentifving opporunities: The financial manager keeps up o date with mdustry trends, trades
and standards. With this knowksdge, s possible to identify investment opperiunitics, potential
mergers and acquisitions that might help the company.

Mamtaining relatsonships
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The managerial component of being a financial manager exterds to ﬁmnagjng personnel, Here
are some'ola fimancial manages interpersonal tasks:

Supenising other financial employees: At large companies with financial services
departminds, the finapcial management posilions invoelve overseeing other financial and
Aacountng professionals,

Maintaming professonal relationships: Financial management requimss the maintenance of
oo working relationships with others, This involves any executives m the company and other
deportments, parisulacly purchasing and production departments, bot also extends tooany other
dgencies or clicnts that the oreankzation may work withe

LI10 SUMMARY

* o gimple terms, financial management &8 the hosiness function that deals with
mvesimg the avarbble fnancal resdurces ina way thal grenler busimess sucoess and
refurm-cn-investment (ROT) & achieved

=  Financial management professionals plan, ormnize and control all transactions n a
bBisiness

o They fvews on sourcing the capial shether it s from the miial mvestment by the
emtreprencur, debt Anancmz, venmure funding, public issue, or any other sources;

+  Financial management professionals are also responsible for firnd allocation nan

ciptimnized way to ensure greater financial stabilicy and growth for the organizatien.

¢ Effective Finaneial managment enables employees to contribute effectively and
productively to the overall company direction and the accomplishment of the
orgnization’s goaks and ohectives,

L11 KEYWORD

o Investment Decisions : An mvestment decision isa well-planned action that alkecates
financial resources b obtain the highest possible reoum.

»  Financial Decision - Financmg decisions re fer o the decisions that companies need
o take regandine what propoion of equety-and debr capital 1o have i their capital
slructure,

#  Financial Planning: Finsncal Planmmg s @ oway of coleolatme the capital required
by an erganization and adeguately allocating resources accordmely

«  Dividend Decisions: Financial managers consider varous Bctors before deciding
how much of the profit carmed mast be paid to shareholders as dividend




»  Capital Expenses: Capial expersdituces (CapEx) are funds used by a company 10
peguire, upersde, amd mointain phosical assets such as propery, plants, beildings,
Lechmelogy

L12 LEARNING ACTIVITY

1. Elaborate the tole of financial management in success ful working ofan organisngion

2. As a timancial manager what are one’s role and responsibilitics in organisation

L13 UNIT END QUESTIONS

A, Descriptive Questions

Short Questions

D fine Firancial managerment?

Explan the seope of Finapeial manngeemen

Identify and dizcuss Financil management functgns?

L I

Elaborate abowt the nature of Financeal management and its relevance in present
BOLnArio.

5. What are the eriteria that detenmineg whether an organization’s Financial managemert
practices are effective’

Long Cinestinns

1. Describe the element of financial management

2. Explain the imporiance of financial management
3. Explain the variows fmancizl goals

4. Elaborate on vobes and dutics of financial manager

5, Explan the consequences o F ingfMective Anancial management activities
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B. Multiple Choice Questions

| is that managerial activity which & concerned with the planning and
comito lling of the firm’s financial resounces.

& Financial management
b, Marketing ranagement
¢ Investmenl manazemenl
d, Saks Management

2. i5-a pivotal activity to ensure the business is working to meet its objectives, It
is more abont setting proper KIPs rather than reducing costs.

a. Financial Flanning

b Financial Deciions

¢ Finanoal Control

4 Financial assesament
5 A company’s is the framework that determines decizsions such as debt-
equiy ey i the short as well as loog term,

i1, Balance sheet

4. Capital structre

b, LCash How statement
<. Profit and loss acconnt

4. The financial manager amms to maorain the compeny's compliznce with legal reporting
requirements under -

a. Fimamcial Control

b. Financial Reposting

¢, Financial Decigion making

. Frnamneial analysis
3. Under financial management’s main focus was on procuring resources thal are
either short- or long-term, from financial institutions like banks.

Current approach
Financial analysis
Modem approach
Traditional Approach

B oS oo B

ANSWETS

[-m. 2-¢, 3-h. 4-c, 5d
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