V SEM BCOM
FINANCIAL MANAGEMENT

UNIT 1
FINANCIAL MANAGEMENT

Financial Management involves planning, organizing, and controlling a
company's financial activities to achieve its business objectives and

enhance profitability.

Finance is defined as the management of money and includes activities
such as investing, borrowing, lending, budgeting, saving, and

forecasting.

Finance Function involves managing a company's financial resources,
including budgeting, investing, and managing capital, to support

strategic goals and ensure financial health.

In other words refers to the functions intended to acquire and

manage financial resources to generate profit.

The finance function is a set of activities that deals with managing an

organization's money. This includes making decisions about:

v" How much money the organization needs
v" How the organization is spending its money
v" Ensuring the organization follows financial rules

v" How to use the organization's money to achieve its goals

Objectives

v" Financial Planning: Developing comprehensive financial plans

aligned with organizational goals.
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Risk Management: Identifying, assessing, and mitigating financial

risks to ensure stability.

Financial Control: Implementing internal controls to ensure

accuracy and prevent fraud.

Optimal Capital Structure: Determining the best mix of debt and

equity for financing operations.

Liquidity Management: Managing cash flow to meet short-term

obligations and opportunities.

Profitability and Performance Analysis: Analyzing financial

performance to guide strategic decision-making

Compliance with Financial Regulations: Ensuring adherence to
financial regulations, accounting standards, and reporting

requirements.

Cost Management: Controlling and optimizing costs to enhance

operational efficiency and profitability.

Investment Decision-Making: Evaluating and selecting investment
opportunities that align with strategic objectives and offer favorable

returns.

Stakeholder Communication: Communicating financial information

transparently and effectively to internal and external stakeholders.
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Organization of finance function means the division of functions

relating to finance and to set up a sound and efficient organization for

performing the finance functions.

Financial management refers to the strategic planning, organizing,
directing, and controlling of financial activities within an organization
to achieve its objectives.

v' Profit Maximization: Increasing revenue while minimizing expenses

to achieve the highest possible profit.

v Wealth Maximization: Focusing on long-term value creation for

shareholders, considering cash flows and time value of money.

v Liquidity: The ability to quickly convert assets into cash without

significant loss.

v" Financial Requirements Planning: Estimating and planning for

various financial needs of the business.

v" Mobilization of Funds: Gathering and assembling financial

resources for business projects and operations.

v" Resource Utilization: Efficiently using available resources to
maximize productivity and profitability.
v' Efficiency Improvement: Optimizing all aspects of business

operations to minimize waste and maximize output.

v' Investment Identification: Finding suitable investment opportunities

that align with business goals and risk tolerance.
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v" Fund Allocation: Distributing financial resources across different

departments and operations optimally.

v' Risk Management: Identifying, assessing, and mitigating various

financial and operational risks faced by the business.

Scope of Financial Management

v" Financial Planning: Developing strategies for future financial needs,
including budgeting and forecasting, to alignh resources with business

goals and ensure financial stability.

v" Capital Budgeting: Evaluating and selecting long-term investments
and projects based on their potential returns and risks, ensuring that

capital is allocated to the most beneficial opportunities.

v' Capital Structure Management: Determining the optimal mix of
debt and equity financing to balance risk and return, minimizing the

cost of capital while maximizing firm value.

v" Working Capital Management: Managing short-term assets and
liabilities to ensure the company has sufficient liquidity to meet its

day-to-day operational needs and avoid financial strain.

v" Financial Analysis and Control: Analyzing financial statements and
performance metrics to monitor financial health, ensure adherence

to budgets, and make informed management decisions.

v' Investment Management: Making decisions regarding the allocation
of assets and investment portfolios to maximize returns while

managing associated risks effectively.
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v" Risk Management: Identifying and mitigating financial risks such as
market fluctuations, credit risks, and operational uncertainties to

protect the company’s financial well-being.

v" Dividend Policy: Deciding how to distribute profits between
reinvestment in the company and payments to shareholders,

balancing growth and shareholder returns.

v' Financing Decisions: Securing funds for operational and growth
needs by evaluating different sources of finance, such as loans,

equity, and hybrid instruments, to suppotrt business expansion.

v" Financial Reporting and Compliance: Preparing accurate financial
statements and reports while ensuring compliance with accounting
standards and regulatory requirements to maintain transparency

and accountability.

Functions of Financial Management

Financial Planning: Developing comprehensive plans to meet the
company's financial goals, including budgeting, forecasting, and
preparing for future financial needs and opportunities.
Investment Decisions: Evaluating and selecting investment
opportunities, such as projects or assets, to ensure the allocation
of capital to ventures that promise the highest returns relative to
their risks.

Capital Structure Management: Determining the optimal mix of
debt and equity financing to fund the company's operations and
growth while minimizing the cost of capital and managing
financial risk.
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Working Capital Management: Managing short-term assets and
liabilities to ensure the company has sufficient liquidity to meet
its day-to-day operational needs and maintain smooth business
operations.

Financial Control: Monitoring and analyzing financial
performance through variance analysis, budgeting, and internal
controls to ensure that financial goals are met and resources are
used efficiently.

Risk Management: Identifying, assessing, and mitigating financial
risks such as market volatility, credit risk, and operational
uncertainties to protect the company's assets and financial
stability.

Dividend Policy Management: Making decisions regarding the
distribution of profits to shareholders, balancing between
reinvestment in the business for growth and returning value to

shareholders through dividends.

ROLES AND RESPONSIBILITIES OF A FINANCE MANAGER

Who is Finance Manager?

A financial manger is a person who takes care of all the important

financial functions of an organization.
Roles of a Manager

v" Financial planning and strategy: Develops long-term financial plans

aligned with company goals

6 | Page Sunitha N. Asst Prof
SIMS




V SEM BCOM
FINANCIAL MANAGEMENT

v" Budgeting and forecasting: Creates and manages budgets, predicts

future financial performance

v" Financial analysis and reporting: Analyzes financial data and

prepatres reports for decision-making

v" Risk management: Identifies and mitigates financial risks to protect

the company

v' Investment decisions: Evaluates and recommends investment

opportunities to maximize returns

v' Cash flow management: Ensures the company has sufficient

liquidity for operations and growth

v' Compliance and regulatory oversight: Ensures adherence to

financial regulations and reporting standards

v' Team leadership and coordination: Manages finance department

staff and coordinates with other departments

v" Stakeholder communication: Presents financial information to

executives, board members, and investotrs

v' Cost control and optimization: Identifies areas for cost reduction

and improved financial efficiency
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Financial Planning

Financial planning is the systematic approach to setting financial goals,
assessing current financial status, and creating strategies to achieve
those goals over time. It involves analyzing present and future financial
needs and developing a plan to meet them.

Steps for Financial Planning

v’ Establish Clear Objectives: Define the organization’s financial goals,
set specific, measurable targets with clear timelines, and ensure

these goals align with the overall business strategy and vision.

v" Gather and Organize Financial Information: Collect and categorize
all relevant financial documents, such as balance sheets and income
statements, to create an organized and comprehensive overview of

the organization’s financial status.

v' Analyze Current Financial Situation: Evaluate financial
performance by reviewing key metrics, assessing strengths and
weaknesses, and identifying risks to understand the organization’s

financial health.

v" Develop a Comprehensive Financial Plan: Create a detailed
financial plan that includes budgeting, strategic goals, investment
strategies, and contingency plans to guide the organization toward

achieving its objectives.

v' Implement the Financial Plan: Execute the financial plan by
allocating resources, following the budget, and ensuring all

departments adhere to the outlined strategies.
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Monitor Progress and Make Adjustments: Regularly track financial

performance, compare actual results to projections, and adjust

strategies as needed to ensure the organization stays on track.

Revise and Update the Financial Plan: Periodically review and update

the financial plan to accommodate changes in the market,

organizational priorities, or financial conditions to maintain its

effectiveness.

Some principles of sound financial planning include:

v

v

v

Simplicity: A sound financial plan should be simple and easy to

understand.

Foresight: A sound financial plan should be based on accurate

estimates of your needs for capital.

Flexibility: A sound financial plan should be flexible so that it can

easily adapt to changes.

Optimum use of funds: A sound financial plan should make the best

use of your capital.

Save and invest: A sound financial plan involves saving and

investing, such as by saving at least 10% of your income.

Budget: A sound financial plan includes a budget and cash flow

planning.

Emergency funds: A sound financial plan includes an emergency

fund.

Insurance coverage: A sound financial plan includes insurance

coverage.
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v Estate planning: A sound financial plan includes an estate plan.

v" Understand your circumstances: A sound financial plan is based on

a thorough understanding of your organisational goals.

Factors that affect Financial Planning

External Factors:

Economic conditions: Includes elements like inflation rates,
interest rates, and overall economic growth or recession. These
are outside the company's control but significantly impact
financial planning.

Industry trends: Market demands, technological advancements,
and competitive landscapes specific to the industry. These
external forces shape a company's strategic and financial
decisions.

Regulatory environment: Government policies, laws, and
regulations that affect the business. Changes in tax laws,
environmental regulations, or industry-specific rules can have
major financial implications.

Market dynamics: Overall market size, growth potential, and
consumetr behavior. These external factors influence revenue

projections and market strategy.

Internal Factors:

1. Organizational goals: The company's mission, vision, and strategic
objectives. These internal decisions guide where and how financial

resources are allocated.
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2. Current financial position: The company's existing financial health,
including profitability, cash flow, and debt levels. This internal
assessment forms the foundation of future financial planning.

3. Capital structure: How the company chooses to finance its
operations through debt or equity. This internal decision affects
financial planning by influencing the cost of capital and risk profile.

4. Operational efficiency: Internal processes, productivity levels, and
resource utilization. Improving these can lead to cost savings and
increased profitability.

5. Human resources: The skills, experience, and cost of the workforce.
This internal factor affects both operational capabilities and

expenses.

Both internal and external components:

v" Risk assessment: Involves evaluating both external threats (market
risks, natural disasters) and internal vulnerabilities (operational

risks, financial risks).

v" Technological capabilities: While technological advancements are
external, a company's decision to adopt and invest in technology is

internal.

v Stakeholder expectations: These can be external (market analysts,

customers) ot internal (employees, management).

A financial analyst is responsible for a variety of research tasks in order

to inform investment strategy and make investment decisions for their
company ot clients. This can include things like evaluating financial
data, examining current events and market developments, examining
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an organization’s financial statements, and creating financial models

to predict future performance.

Key Roles:

v

v

Financial planning: Develop budgets and forecasts to guide business

decisions.

Investment analysis: Evaluate investment opportunities and make

recommendations.

Performance evaluation: Assess financial results against goals and

industry benchmarks.

Risk assessment: Identify and analyze potential financial risks to the

organization.

Reporting: Prepare financial reports and presentations for

management and stakeholders.

Data management: Collect, verify, and analyze financial data to

support decision-making.

Strategic support: Provide financial insights to aid in strategic

planning and major business decisions.

Market and industry analysis: Research market trends and

competitive landscape to inform financial strategies.
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